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Professor Triffin on International 
Liquidity and the Role 
of the Fund 


Oscar L. Altman* 


I‘ HIS RECENT BOOK, Gold and the Dollar Crisis (New Haven, 
1960), Professor Robert Triffin of Yale University draws a bold 
picture of the dangerous state of, and prospects for, international 
liquidity, and suggests expanding the role and changing the character 
of the International Monetary Fund to cope with these problems 

1. The main part of this book (pp. 17-145) consists of reprints, with 
only minor changes, of two long articles published in 1959 in the Quar- 
terly Review of the Banca Nazionale del Lavoro: ““The Return to Con- 
vertibility : or Convertibility and the Morning After” and ‘““Tomorrow’s 
Convertibility: Aims and Means of International Policy” (March and 
June issues, respectively ). These articles drew upon his previous writings, 
notably Europe and the Money Muddle (New Haven, 1957) and his 
Wicksell Lecture for 1958, The Future of the European Payments System 
(Stockholm 1958, especially pp. 34-43). The book also contains a reprint 
of Triffin’s statement to the Joint Economic Committee of the Congress 
of the United States in October 1959 and most of the questions and 
answers from the Committee’s Hearings (pp. 1-17 and 167-91, respec- 
tively). The few remaining pages of the book are devoted to comments 
from other sources, including the Report of the Radcliffe Committee. 

The general thesis of these several studies was also treated in a paper, 
“The Gold Shortage, the Dollar Glut, and the Future of Convertibility,” 
delivered at the August 1959 meeting of the International Economic 
Association, and an article, “Improving World Liquidity,” in The 
Banker (January 1960). The most recent statements of Triffin’s position 
are given in his paper, “Le Crépuscle de L’Etalon de Change-Or,” 
presented to the Belgian Royal Economic Society in June 1960 and in 
his testimony before the Joint Economic Committee in December 1960.1 

* Mr. Altman, Advisor in the Research and Statistics Department, is a graduate of 
Cornell University and the University of Chicago. He taught economics at Ohio State 
University and was on the staff of the National Resources Planning Board and of the 
French Supply Council. He was Director of Administration of the Fund until 1954. He 
is the author of Savings, Investment, and National Income and of a number of papers 
published in technical journals. 

1 Comptes Rendus des Travaux de la Société Royale D’ Economie Politique de Belgique, 
No. 272; and Current E ic Situation and Short Run Outlook, Hearings Before the 
Joint Economic Committee of the Congress of the United States (86th Congress, 


Second Session, December 7 and 8, 1960). The latter will hereafter be referred to as 
Hearings, 1960. 
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The printed record of both occasions includes his statement and the 
questions and discussion that followed. 

2. Section I of this paper? is an exposition of Triffin’s diagnosis of 
present and prospective difficulties in the international financial area 
and of his prescriptions for dealing with these difficulties. Section II is 
an analysis of five questions that are basic to Triffin’s proposals: first, 
the problems involved in obtaining a stable structure of international 
reserves; second, the need for changing the character of the International 
Monetary Fund (IMF) to provide additional international liquidity; 
third, the characteristics of the reserve structure contemplated by the 
- Triffin Plan, including the role played by gold and by exchange guaran- 

tees; fourth, the operational and policy problems that an expanded IMF 
would have faced in recent years in assessing and managing the state 
of international liquidity; and fifth, some political and international 
implications of an expanded IMF. 

It should be noted at the outset that Triffin has focused attention 
upon some major problems of international liquidity and international 
financial organization. His diagnosis of present and prospective diffi- 
culties, and his recommendations for meeting these difficulties, are acute 
and thought provoking. They reflect his extensive knowledge of financial 
history and his working contributions to the solution of postwar prob- 
lems. His diagnosis and his prescription are, nevertheless, highly con- 
troversial. His proposals involve a number of far-reaching changes in 
financial structure and operation, and in working controls over them. 
They deserve intensive and systematic examination. The present article 
tries to do this, but it does not attempt, except in passing, to discuss 
other suggestions of a less comprehensive character. Neither does it deal 
systematically with the increasingly important role of the International 
Monetary Fund, and of adjustments in its operating policy—past, 
present, and potential—designed to make it even more useful. These 
self-imposed limitations have given this article a more unrelieved 
critical cast than was originally intended. To modify this, however, 
would make an overlong article even longer. 


I. Professor Triffin’s Views 
DIAGNosIs 


3. Triffin’s diagnosis is that 


The most fundamental deficiency of the present system and the main danger 
to its future stability, lies in the fact that it leaves the satisfactory development 





2 An earlier and somewhat differently arranged version of this article was published 
in Hearings, 1960, pp. 175-207. 
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of world monetary liquidity primarily dependent upon an admittedly insuff- 
ient supply of n and an admittedly dangerous and haphazard expan- 
sion in the short-term indebtedness of the key currency countries.* 





4, The world’s normal requirements for increases to monetary reserves 
appropriate to the growth of trade and the maintenance of convertibility, 
principally by the major trading countries, will certainly be greater than 
prospective additions to reserves resulting from gold production. 

In the ten years 1958-67, the shortfall will be at least $6 billion and it 
may be as much as $17 billion, depending upon whether trade grows 
during the period at the rate of 3 per cent or 6 per cent a year, and also 
upon the following assumptions:‘ (a) the United States, Germany, 
Switzerland, and Venezuela will not increase their reserves; (b) in the 
next decade the United Kingdom and France will increase their reserves 
to 40 per cent of imports as of the end of 1957, or to $4.6 billion and 
$2.5 billion, respectively, and the reserve requirements of these two 
countries for the ensuing decade will involve an expansion of these base 
figures in line with the growth of their trade;5 and (c) sales of gold by 
the U.S.S.R. will average $200 million a year, that is, approximately the 
average of annual sales in 1956-58. 

Triffin calculates the reserve deficiency for the next decade, over and 
above $7 billion of gold additions to reserves, on the basis of four assumed 
rates of growth of trade, ranging from 3 per cent to 6 per cent a year, 
but he would probably be inclined to accept a higher rather than a 
lower figure.® 

5. The gap between required “normal” additions to reserves and 
prospective additions to reserves in the form of gold cannot be filled by 
the growth of dollar or sterling balances. The gap cannot—and what is 
more, it should not—be filled by larger international holdings of these 
or any other national currencies. It is contrary to the interests of the 
United States and the United Kingdom to permit much additional 


§ Gold and the Dollar Crisis, p. 100. 

4 Ibid., pp. 49-50. 

’ Reserves of the United Kingdom and France at the end of 1957 were $3.1 billion; 
reserves equal to 40 per cent of their imports in 1957 would be $Z) billion, leaving an 
initial shortfall of $3.9 billion. Reserves of the United Kingdom alone at the end of 
1957 were $2.4 billion. Reserves corresponding to 40 per cent of imports would be 
$4.6 billion; and if growth at the rate of 3 per cent a year is assumed, they would in 1967 
Bred billion. Under the same assumptions, French reserves in 1967 would be 

: ion. 

6 The illustration of the world’s reserve deficiency for a decade in the Wicksell Lecture 
was that “world trade and production are estimated to have increased in volume, over 
the last ten years, at a pace of about 6 per cent a year. A parallel rate of increase of 
the world’s monetary reserves ($62 billion at the end of last year [1957]) would require 
their expansion by $3.7 billion annually.” As for a low rate of growth, he stated that 

“the 3 per cent rate assumed by the Fund [in International Reserves and Liquidity] 
becomes plausible only when ‘normal’ peacetime experience is diluted with the abnor- 
mally low, and in fact predominantly negative, growth rates of wartime years and of 
the 1930’s world depression” (Gold and the Dollar Crisis, p 
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growth of dollar and sterling foreign balances, since growth of these 
balances weakens the net reserve positions of these countries. Moreover, 
it is not in the interests of the world to create international reserves in 
the form of exchange balances by unrequited capital exports to wealthy 
creditor countries; nor is it reasonable to tie the growth of international 
reserves to the needs of the domestic policies of the creditor countries 
whose currencies are so used. 

6. The balance of payments deficit of the United States in the postwar 
period has increased markedly the official dollar holdings of all other 
countries, excluding those in the communist bloc The reserves of many 
countries are at comfortable levels, while some are large. On the other 
hand, many less developed countries have inadequate reserves. According 
to Triffin, it is clear that the present situation is unstable and dangerous 
because of the large amounts of dollars and sterling held as reserves. 

7. The use of national currencies as international reserves has had 
bad results, notably in the late 1920’s and early 1930’s. Sooner or later— 
and sooner rather than later—it will have dangerous consequences. 

The “‘net”’ reserve position of the United States deteriorated sharply 
in the 1950’s.? Gold holdings decreased from a high of $24.6 billion in 
1949 to $19.5 billion at the end of 1959 and $1Z6 billion at the end of 
1960; short-term dollar liabilities to foreign official and private holders 
(excluding international agencies) increased from $7.6 billion in 1949 to 
$16.2 billion at the end of 1959 and about $18 billion at the end of 1960. 

The United States is now exposed to the hazards of gold outflows on 
a large scale. Its ability to follow a low interest policy for domestic 
reasons has been sharply limited by the possibility of large capital 
outflows in response to higher interest rates abroad. This would mean 
large losses of gold reserves. In October 1959, Triffin stated: 


Our huge gold losses of last year [1958] were due in part to such a repatriatio 
of foreign capital at a time when interest rates had fallen here well tae the 
rates available in Europe. Those gold losses have [been] slowed down this year 
by an extremely sharp rise of interest rates in this country, prompted by our 
domestic concern about creeping inflation. 

In this case, external and internal interest rate policy criteria happily 

coincided, but they may diverge tomorrow. 

If and when we feel reassured about our internal price and cost trends, we 
may wish to ease credit and lower interest rates in order to spur our laggard 
rate of economic growth in comparison not only with Russia, but with Europe 
as well.® 








7 By the end of 1960, the “net” reserve position of the United States, as measured 
by gold reserves in relation to short-term foreign official and private dollar holdings, 
was negative. If short-term dollar liabilities are understood to include U.S. Govern- 
ment bonds and notes with an original maturity of more than one year, the deficit in 
“‘net’”’ reserves was more than $2 billion. This is the basis for the comparison made by 
Triffin in Hearings, 1960, p. 224. 

8 Employment, Growth, and Price Levels, Hearings Before the Joint Economic Com- 
mittee of the Congress of the United States (86th Congress, First Session, October 26-30, 
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8. The present structure of international reserves has grown hap- 
hazardly. The use of gold as a major component of international reserves 
has a historical, but hardly an economic, justification. “Nobody could 
ever have conceived of a more absurd waste of human resources than to 
dig gold in distant corners of the earth for the sole purpose of transporting 
it and reburying it immediately afterward in other deep holes, especially 
excavated to receive it and heavily guarded to protect it.”® The use of 
national currencies in international reserves economizes on the use of 
gold, but this use was “developed haphazardly under the pressure of 
circumstances rather than as a rational act of creation. . . .”° This 
development created the risk of runs on currencies and of flights to gold. 

The extension of the gold exchange standard in the 1920’s had tragic 
consequences. Based as it was upon the willingness of the key currency 
countries to allow their own net reserve positions to deteriorate, it “led, 
in 1931, to the devaluation of the pound sterling, to the collapse of the 
international gold exchange standard, and to the consequent aggravation 
of the world depression.’’!! It magnified, if indeed it was not a primary 
factor in, the deflation that began in 1929. The large balances now 
outstanding of dollars and sterling are a warning that the present 
situation is very vulnerable. Yet, since the end of World War II, only 
the growth of foreign holdings of national currencies has tended to 
compensate for the inability of gold production to expand international 
liquidity in relation to the world’s requirements. 

In the next decade, gold production will “admittedly” be insufficient 
to meet the world’s growing demand for reserves. Given the present 
monetary arrangements, this deficiency can be compensated for only by 
increased holdings of reserves in the form of national currencies, even 
though existing foreign holdings of national currencies are already too 
large for short-run stability. Increased holdings would increase this 
instability, and they might even “upset the apple cart.” The world must 
thus go forward between the Scylla of an inadequate amount of reserves 
and the Charybdis of a destabilizing composition of reserves. 





1959), Part 9A, p. 2931 (hereafter this will be referred to as Hearings, 1959); Gold and 
the Dollar Crisis, p.9. 

= earings, 1 969, Part 9A, p. 2911. The same statement is in Gold and the Dollar Crisis, 
Pp. 
10 Hearings, 1959, Part 9A, p. 2911. 
11 Gold and the Dollar Crisis, p. 9. The same point is referred to on pp. 88-89 in terms 
of “the policies adopted to readjust the country’s balance of payments and arrest the 
gold outflow.” Success of these policies entails the cessation of the current contributions 
of the key currency countries “to the solution of the international liquidity problem. 
Their failure, on the other hand, may have far worse consequences still by stimulating 
large-scale liquidation of outstanding foreign held balances, and triggering an inter- 
national financial — involving other currencies as well. This is precisely what 
happened in 1931. . 
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PRESCRIPTION 


9. The world needs ga international organization to create a new t 
of reserye, one with of toternational charaster, to replace all exchange 
reserves held in national currencies. It needs a kind of reserve which cap 

be expanded appropriately in accordance with increasing production 
@and trade a trade and yet not be overexpanded to create inflation, The job of 
providing this new kind of reserve in the required amounts should be 
assigned to an eplarged and amended IMF. It will take time to negotiate 
such a charter for the XIMF (to create an abbreviation in order to 
simplify the following discussion). The recent increase of IMF assets to 
almost $15 billion, following the increase of members’ quotas by more 
than 50 per cent, is therefore most opportune because it makes time 
available for such negotiations. 

10. The key elements in this new charter would be that members 
should agree to keep none of their official reserves in the national cur- 
rencies of other countries (i.e., in the form of demand and time deposits, 
short-term investments, etc.) and to keep all of their exchange reserves 
in the form of deposits with the XIMF. A fundamental part of this 
arrangement would thus be the agreement that members would hold 
reserves in only two forms, gold and XIMF deposits, and that, with 
“the possible exception of moderate working belences,”! they would 
discontinue holding reserves in the form of currencies of other nations. 
Members would agree to accept transfers of these deposits in the settle- 
ment of their balance of payments accounts. 

11. Members would keep a stated percentage of their gross reserves 
in the form of deposits with XIMF. Gross reserves would be defined as 

old, net creditor claims previously accumulated on the IMF (which 
be automatically transformed into XIMF deposits), and “other 
liquid or semi-liquid foreign exchange holdings, i.e., primarily dollar and 
sterling balances.” If, as suggested, each country would initially be 
required to keep 20 per cent of its gross reserves in the form of deposits, 
XIMF would begin operations with about $11 billion of assets, consisting 
of $5 billion of gold, $3 billion of dollars, $2 billion of sterling, and $1 
billion of other assets, based on reserves data as of the end of 1958. 

12. Members would have to deposit all official holdings of any national 
currencies that they did not convert into gold. These additional deposits 
could be used freely to make all international payments. If countries 
paid in all of their exchange holdings as of the end of 1958, the Fund’s 

12 Ibid., pp. 113-14. 

13 Ibid., p. 107. The meaning of the term “‘semi-liquid” is not spelled out, but it 
could hardly include balances under payments agreements, holdings of inconvertible 


currencies, or the $2.5 billion of foreign currencies obtained by the United States in 
connection with the sale of agricultural surpluses. 
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deposit liabilities would rise from $11 billion to approximately $21 
billion. Its gold assets would remain at $5 billion, but its holdings of 
dollars, sterling, and other foreign exchange would rise to $16 billion. 
13. Deposits with the XIMF would be used along with gold and 
would be “fully equivalent” to it in international settlements. They 
might be considered as good as gold, or even better, since they would 
carry an exchange guarantee and earn interest. 
They could be drawn upon by their holders to procure any currency needed 
in such [international] settlements or for stabilization interventions of central 
banks in the exchange market. The amounts withdrawn would be merely 


debited from [sic] the withdrawer’s deposit account and credited to the account - 
of the country whose currency has been bought from the Fund." 


Deposits would be usable or convertible in the following sense: 

(a) Subject to the limitation that a member could not reduce its 
deposits below the required percentage level, a member could use all of 
its deposits to satisfy the claims of other members or to acquire any 
national currencies for the same purpose. For example, a country with 
gross reserves of 100, of which 80 was gold and 20 was the required 
XIMF deposit, could meet a balance of payments deficit with gold, or 
with gold and XIMF deposits, but deposit funds could not constitute | 
more than 20 per cent of the total payments. 

(b) A member could use its “excess” deposits, i.e., deposits in excess 
of its calculated deposit requirement, to acquire gold in gold markets or 
from countries willing to buy and sell gold, or from the XIMF. Never- 
theless, although countries could formally convert excess deposits into 
gold in the XIMF, Triffin describes a number of considerations which 
would make this unlikely, and he outlines various provisions, require- 
ments, and escape clauses which are designed to cope with any large 
demands for gold. 

(c) Deposits that were exactly equal to 20 per cent of a country’s 
gross reserves (or whatever other percentage was currently in force) 
could neither be used nor withdrawn. This arrangement implies that 
exchange balances transferred to the XIMF to satisfy deposit require- 
ments are immobilized until they are released by a fall in gross reserves; 
and, specifically, while they are immobilized, they cannot be withdrawn 
or converted into gold. 

14. XIMF deposits would enjoy an exchange guarantee. They would 
“be expressed in a gold unit, and escape therefore the foreign exchange 
risk always attached to foreign exchange holdings in national cur- 
rencies.”!5 They would thus possess greater security than reserves kept 
in the form of dollars, sterling, and other national currencies. They 


4 Hearings, 1959, Part 9A, p. 2911; cf. Gold and the Dollar Crisis, p. 117. 
18 Gold and the Dollar Crisis, p. 105. 
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would also earn interest, at a rate which would depend upon XIMF 
earnings from loans and investments. Correspondingly, the currency and 
investment holdings of XIMF would carry an exchange guarantee in its 
favor, in the same way that the IMF present holdings of national cur- 
rencies are guaranteed against current depreciation. 

15. These arrangements would eliminate the instability and danger 
that lurk in a gold exchange system and that permit runs on one currency 


in favor of another currency or gold. They would provide a stable 
structure of international reserves. 


16. But it is also necessary to assure that the total of international 
liquidity should grow in accordance with requirements for it. All Triffin’s 
discussions of future liquidity requirements are to the effect that the 
total of international liquidity may have to increase at the same rate as 
world trade if contractionary forces and exchange crises are to be 
avoided. The Fund’s lending powers should be limited to the increases 
necessary to preserve an adequate level of international liquidity. 


The IMF lending capacity would be based, as in the Keynes plan, on the 
accumulation of bancor accounts—in the form of deposits with the IMF—by 
member countries. . . . The overall lending capacity of the Fund can properly 
be limited to the creation of bancor amounts sufficient to preserve an adequate 
level of international liquidity. Various criteria could be retained for this pur- 
pose. The simplest one might be to limit the Fund’s net lending, over any 
twelve months period, to a total amount which would, together with current 
increases in the world stock of monetary gold, increase total world reserves 
by, let us say, 3 to 5 per cent a year. The exact figure could not, of course, be 
determined scientifically and would, in any case, depend in practice upon the 
compromise between divergent national viewpoints which would emerge from 
the negotiation of the new Fund Agreement. A reasonably conservative 
solution would be to retain a 3 per cent figure as definitely noninflationary, 
and to require qualified votes (two thirds, three fourths, and ultimately 
four fifths of the total voting power, or even unanimity) to authorize lending 


in excess of 3, 4, or 5 per cent a year.'® 
There are, of course, other guideposts which might be used. Triffin noted 
that “alternative criteria, more logical but also more difficult to define 
concretely, might be derived from the current trend of some international 


price index reflecting inflationary or deflationary pressures on the world 
economy.””!7 


17. The XIMF would be empowered to create new deposits based on 
loans to, or investments in, its member countries. Loans to members 
would be analogous to drawings from the IMF, but they would be 


divorced from what is termed the artificial and arbitrary regimentation 
of Fund quotas. 


The Fund’s lending operations, moreover, should be no more automatic 
than they are at present, and this discretion should enable it to exercise a 
considerable influence upon members to restrain internal inflationary abuses. 


16 Tbid., pp. 103-04. See also Appendix I, below. 
17 Gold and the Dollar Crisis, p. 104, footnote 1. 
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The experience acquired in the 12 years of operation of the Fund is extremely 
valuable in this respect. Fund advances should continue to require full agree- 
ment between the Fund and the member with relation not only to the maturity 
of the loan, but also to the broad economic and financial policies followed by 
the member to insure long run equilibrium in its international transactions 
without excessive recourse to trade and exchange controls.!* 


Indeed, “the normal procedures for Fund advances need not differ 
substantially from those gradually developed by the Fund over its 
twelve years of existence.”!® 

18. Stand-by arrangements, which have been used extensively by the 
Fund, would continue to be used by the XIMF, but they might 


be supplemented by overdraft agreements, to be renewed at frequent intervals, 
and guaranteeing all members in good standing rapid and automatic Fund 
assistance in case of need, but for modest amounts and with short-term 
repayment provisions. These overdraft agreements would be primarily 
designed to give time for full consideration of a request for normal, medium- 


term, loans or stand-by agreements, and would be guaranteed by the country’s 
minimum deposit obligation.”° 


19. The XIMF could also make investments on its own initiative, but 
with the consent of the government concerned. These investments could 
take the form of the purchase of short-term or long-term government 
securities against XIMF deposits. Investments should be made in ways 
that will facilitate economic development. They should be made in 
countries that need development capital or to organizations (such as the 
International Bank for Reconstruction and Development) which make 
loans for economic development. Triffin also mentions the possibility 
that loans might be made to private business enterprises engaged in 
development. All investments would be subject to an exchange guaran- 
tee. Thus, the currency and investment assets of XIMF, as well as its 
deposits, would be guaranteed against currency depreciation. 

20. Practically all exchange reserves at the present time are held in 
the form of dollars and sterling. Triffin considers such a pattern of 
investment economically unjustifiable. Sterling and dollar balances can 
be built up only by capital exports to the United Kingdom and the 
United States, which are already creditors and capital exporters. Short- 
term capital imports by these countries increase the amount of capital 
which they must export on long term in order to maintain balance of 
payments equilibrium for themselves and the rest of the world. The 
present practice increases the capital exporting problems of these 
creditor countries and is equivalent, in a phrase which is used again and 
again, to carrying coals to Newcastle. Triffin proposes that the process 
of building these balances be first halted, and then reversed, and that 


8 Hearings, 1959, Part 9A, p. 2912; cf. Gold and the Dollar Crisis, p. 115. 
19 Ph and the Dollar Crisis, p. 115. 
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international short-term investments in dollars and sterling be liquidated 
over a period of time at, say, a maximum rate of 5 per cent a year. The 
proceeds should be invested in countries that really need capital imports. 

21. In conclusion, Triffin proposes to give XIMF the power to create 
a new kind of money—an international money and an internationalized 
money—and to expand the quantity of this money in accordance with 
international liquidity requirements as determined by its members. Gold 
would remain a component of international reserves, and the XIMF 
could create new deposits according to the principle that the rate of new 
gold additions to monetary reserves plus additional deposits created by 
the XIMF should not exceed the rate of increase of trade, and “a 
resonably conservative solution would be to retain a 3 per cent figure as 
definitely noninflationary. . . .”2! His proposal would make XIMF a 
central bank for central banks, with the responsibility and the authority 
- to do for central banks internationally what central banks now do for 
commercial banks nationally. The net result of his proposals would be 
to create a system that could be rationally managed to stabilize the 


structure of international reserves and to expand reserves in accordance 
with need. 


ll. Comment 


22. Triffin’s proposals appear to be designed to provide, at little or nd 
cost, benefits for everybody. It will be useful to summarize these proposed 
benefits, as follows: (a) The world would benefit by obtaining, at long 
last, a currency both international and internationalized, described as 
being beyond question in quality, elastic in quantity, and responsive to 
the needs of trade. “Hot” money would be cooled off, and runs on 
currencies eliminated. (b) The United States would benefit because the 
possibility of converting official dollar balances into gold would be 
reduced, if not eliminated. The United States would be free to set 
interest rate policy without fearing repercussions via the outflow of 
official dollar balances and their conversion into gold or other currencies, 
and it would know that a payments deficit was no longer needed to 
increase international liquidity. (c) The United Kingdom would benefit 
because it would be freed from the specter of a flight from sterling into 
gold or dollars, and from the necessity of subordinating an interest rate 
policy appropriate to its domestic needs to the defense of the external 
position of sterling. (d) Holders of dollar, sterling, and other currency 
balances would be able to exchange their holdings for Fund deposits, 

21 Ibid., p. 103. 

2 Hearings, 1969, Part 9A, pp. 2938-39. 
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which would be of irreproachable quality because of an exchange 
guarantee, and which would probably earn interest into the bargain. 
(e) Less developed countries would benefit because the existence of the 
expanded Fund would make it unnecessary for them to transfer short- 
term capital to the United States or the United Kingdom in order to 
obtain exchange reserves. Instead, the flow could be reversed. A large 
part of the assets behind XIMF deposits could be invested directly, or 
through other agencies, to finance economic development, thus moving 
capital to the countries that need it most. (f) Even gold mining countries 
and the gold mining industry may be said to benefit in a backhanded 
way. Though gold as the basis for international reserves is held to be 
unnecessary, restrictive, and a waste of economic resources, it is never- 
theless retained in the system, after its dangers have been neutralized, 
as a harmless example of cultural lag and as an inexpensive subsidy for 
the production of something that the world wants but does not need. 

23. The following discussion attempts to determine whether Triffin’s 
proposals are necessary or appropriate to realize all these benefits. It 
considers whether present and prospective dangers are as great as 
described. It inquires whether existing financial arrangements and 
institutions are as inadequate as alleged to cope with present conditions 
as well as those that are likely to develop. It examines the effect on the 
assets and liabilities of the Fund of the implementation of Triffin’s 
proposals, both before and as a result of the expansion said to be needed 
during the next few years. Finally, it considers what fundamental policy 
changes are required for the proposed international financial mechanism, 
including further transfers of authority by countries to international 
agencies, additional responsibilities assumed by countries themselves, 
and new operating objectives of the expanded Fund. 


Is tHE STRUCTURE OF INTERNATIONAL RESERVES UNSATISFACTORY? 


24. The first claim of the Triffin plan is that it will result in a more 
stable structure of reserves. It is proposed first to examine the present 
structure, in order to evaluate its advantages, disadvantages, dangers, 
and costs. 

25. U.S. liquidity is very high in terms of the ratio of gold to official 
dollar balances. Even a large-scale conversion of official balances would 
have moderate effects, in view of the size of the balances and the need to 
maintain at least part of them for working purposes. The problem of 
liquidity really arises when account is taken of other present or potential 
liabilities. Banking and all other private dollar balances totaled $6 billion 
at the end of 1958; a change in leads and lags applied to foreign trade of 
$35 billion would amount to additional billions; repatriation of foreign 
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funds invested in U.S. securities would amount to many more billions; 
and speculation against the dollar financed by funds borrowed by both 
nationals and foreigners would provide additional billions. All of these 
potentialities have increased since 1958, and banking and all other 
private balances alone reached $7.5 billion in June 1960. 


26. At the end of 1958, short-term dollar liabilities totaled $14.6 
billion, of which $8.7 billion was in official hands and $5.9 billion in the 
hands of banks and other private holders. On the same date, sterling 
liabilities? amounted to $9.4 billion, of which $6.7 billion was in official, 
and $2.7 billion in nonofficial, hands. Nonofficial holdings of dollars and 
sterling therefore totaled $8.7 billion, while official holdings totaled 
$15.4 billion. Though Triffin’s proposals refer to all official reserves, he 
recognizes that part of these will have to be held in liquid form. Countries 


have, in any case, to retain some working balances in a form other than gold 
in order to avoid repeated gold sales or purchases each time they wish to sell 
or buy [sic] foreign currencies in the market to stabilize their own exchange 
rate. These working balances will have to be held either as excess deposits 
with the Fund or directly in the key currencies actively traded on the exchange 
markets. Either of these two alternatives would reduce substantially the 
danger of an excessive gold drain from the Fund. Working balances equal to 
only 5 per cent of annual imports, for instance, would absorb as much as 
$5 billion.*5 


Not all of the official holdings of exchange therefore involve the threat 
of conversion into gold. 

Private holdings are, however, considerably more mobile than official 
ones. They are more responsive to interest rate differentials and specula- 
tive possibilities. Private dollar holdings cannot be converted into gold 
in the United States, but they can be used to buy gold abroad, or to buy 
any other key currencies at home or abroad. Either use could result in 
an outflow of gold. If nonofficial holders of dollars should switch to 
sterling to take advantage of higher interest rates in the United Kingdom, 
the United States would have to support the dollar-sterling exchange 
rate by selling gold, unless the United Kingdom was willing to hold these 
dollars in the form of additional XIMF deposits or working balances. 
Similar considerations would apply for the United Kingdom and pur- 
chases of dollars with external sterling. 

27. Under present arrangements, the United States could support the 
dollar with its gold reserves, and it could also draw other key currencies 


2 At the end of 1956, approximately 40 per cent of sterling liabilities was held in the 
form of bank deposits and Treasury bills. The remainder (60 per cent) was held in the 
form of government securities, and of this, half had maturities longer than five years. 

% Total exchange assets held officially are estimated at $19.2 billion as of the end of 
1958 (International Monetary Fund, International Financial Statistics, September 1960). 

25 Gold and the Dollar Crisis, pp. 113-14. It is not clear why the same consideration 
does not apply to official balances at the present time. 
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from the IMF, consistent with IMF policy. To draw these currencies 
the United States would pay dollars to the IMF; it would use these 
other currencies to buy dollars in the foreign exchange markets. The 
United States would thus relieve the pressure on the dollar, whether 
this stemmed from official or nonofficial sources. 

The ownership of dollars would be transferred from their present 
holders to the IMF, and spot liabilities would be converted into term 
liabilities. The countries whose currencies were drawn from the Fund 
would automatically acquire credit balances, if it is assumed that the 
IMF initially held their currencies to the extent of only 75 per cent of 
their quotas, or lower debit balances, if it is assumed that the IMF held 
more than 75 per cent of their quotas. By using drawings to help counter 
pressure on the dollar, the United States would slow down the decrease 
in its gold holdings. Its gross reserve position would therefore be better 
than if it met all of the pressure on the dollar by selling gold. The effect 
upon its net reserve position would depend upon what liabilities were 
considered as contra items against gold reserves. Very short-term dollar 
liabilities—dollars being offered in the foreign exchange market—would 
be changed into dollars that had to be repurchased in three to five years 
(or, if there were no specific repurchase agreement, as gold reserves 
increased). The spot net position of the dollar would be improved 
immediately, while its five-year net position would remain unchanged. 

28. The case for a full and open-end guarantee of dollar and sterling 
balances, given a realistic appraisal of present and prospective dangers 
to these currencies, and the resources that could be used to meet these 
dangers, must be considered as not proved. Perhaps some lesser kind of 
assurance may be useful, though even this is not clear. But if this is the 
case, only a few countries need be involved, since dollar and sterling 
balances, official and private, are highly concentrated. 

29. In all probability, the risks of exchange instability have been 
overstated by Triffin, whose fears for the future of the dollar are colored 
by the large balance of payments deficits of the United States since 1958, 
deficits which must in any event be reduced or eliminated. On the other 
hand, the ability of the key currency countries to meet these risks has 
been understated. The resources of the Fund, supplemented by country 
credits and supported by appropriate domestic measures, were quite 
sufficient to halt heavy drains on sterling in 1956 and 1957. With much 
larger resources and with a larger assortment of convertible currencies, 
the Fund would be able to help even more in any future crisis. The United 
States has never drawn on the Fund, but there is no reason why it should 
not under conditions and for purposes consistent with Fund policy. The 
United States at the end of 1960 had a net creditor position in the Fund 
of $1.6 billion; after exhausting this, it could draw an additional $4.1 
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billion before Fund holdings of dollars would reach 200 per cent of 
quota. If the Fund needs more resources, it may obtain these by bor- 
rowing.?* It is quite unlikely that sales of foreign currencies against 
dollars, up to as much as $6 billion, added to U.S. sales of its own gold, 
coupled with the determined attitude that such actions would proclaim, 
could fail to halt a run on the dollar. 


Is tHE XIMF NEEDED To Expanp INTERNATIONAL Liquipity? 


30. The other leg of the dilemma described by Triffin is that the 
prospective growth of reserves will fall short of the requirements associ- 
ated with the growth of trade. This shortfall over and above additions 
to gold reserves is calculated for the next decade and is declared to be 
far in excess of any safe expansion of dollar and other exchange reserve 
holdings. This conclusion rests principally upon Triffin’s estimate of 
reserve requirements, since there is general agreement about prospective 
gold additions to monetary reserves.” 

31. Triffin’s view of the required growth of international reserves is 
_ essentially a mechanistic one based on a rough relationship of reserves 
to imports;” yet it is simply not true that the need for monetary reserves 
can be read off arithmetically from a table relating reserves to trade. 
The fact that this ratio—or more accurately, this family of ratios, since 
both trade and reserves can be thought of in many different ways—has 
been falling in the postwar period is no proof that reserves have been 
becoming less and less adequate or that they have reached some danger- 
ous minimum. It is questionable that the level of reserves in 1957 or in 
1958, the years used by Triffin as bases for reserve calculations, repre- 
sented the minimum reserves required by the noncommunist world, and 
that in the future these reserves must grow as fast as world trade. 

32. Equally, there is no reason to believe that in any period, and 
particularly in the next ten years, the demand for reserves will grow at 
the same rate as trade. 

The demand for reserves is a result of the policy decisions by a rela- 
tively small number of countries. There was a great, but highly con- 
centrated, demand during the 1950’s. In this period, the major part of 

28 Under the present Articles of Agreement, the Fund can sell gold, or borrow, to 
replenish its currency holdings. It may be prudent, as E. M. Bernstein has suggested, 
to arrange for borrowing in advance of need by issuing to a small number of countries 
debentures which could be called for payment to meet large emergencies; see Inter- 
national Effects of U.S. Economic Policy (Joint Economic Committee of the Congress 


of the United States [86th Congress, Second Session], Study Paper No. 16, January 25, 
1960), pp. 84-86. 

27 On this point, Triffin has generally approved the estimates in Oscar L. Altman, 
“A Note on Gold Production and Additions to International Gold Reserves,” Staff 
Papers, Vol. VI (1957-58), pp. 258-88. 

% Gold and the Dollar Crisis, p. 36. See also Appendix I, below. 
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the increase in reserves was for the account of Germany, Austria, Italy, 
and Japan, countries which had been stripped of reserves by the war 
and had a problem of rebuilding them. If the demands for reserves for 
this particular purpose had not existed, dollar balances would in all 
probability not have grown as much as they did. If these countries (and 
a few others) had not been willing to add to their assets in the form of 
money (gold or dollars) rather than goods, the large and continuing 
deficits in the U.S. balance of payments in 1950-59 would not have 
occurred. The accumulation of reserves for this purpose must sooner or 
later come to an end, with important consequences for the future 
demand. Some of these countries have reserves which will be in excess 
of their needs for some years to come; thus they can be sources of 
reserves for other countries. 

Many of the less developed countries, such as India, accumulated 
large reserves during World War II—only because they could not buy 
goods. These countries have already spent most or all of these reserves 
and show little sign of wishing to recapture reserve levels of ten and 
fifteen years ago. If appropriate reserves figures were available, some 
countries would show a negative net reserve position. The reserves of 
the less developed countries were remarkably stable during the decade 
of the 1950’s, though this stability was the arithmetic result of a number 
of differing trends. The reserves of oil producing countries (with the 
total largely influenced by Venezuela) increased until 1957 and declined 
sharply thereafter; those of the U.K. colonies increased steadily, doubling 
from 1950 to 1954 but increasing by only 10 per cent in the rest of the 
decade; and for all of the other less developed countries (with the total 
influenced largely by India), reserves decreased during the ten-year 
period. 

Gold reserves of the United States have decreased by $7 billion from 
their all time peak of $24.6 billion at the end of 1949; but even so, they 
are at the level immediately preceding World War II. Reserves of the 
United Kingdom at the end of 1960 were $3.2 billion, or 6 per cent less 
than reserves at the end of 1950 and 20 per cent below those at mid-1951, 
the high for the decade. 

33. The trend in gross reserves since World War fl is the resultant of 
these and many other factors, and the future movement is not predict- 
able on a statistical basis related to the growth of trade. Furthermore, 
the adequacy of the reserve position of any country is influenced not 
only by its gross reserves, but also by its debtor or creditor position in 
the Fund, the size of its unused Fund quota, the amount of its out- 
standing and overdue short-term commercial debt, official short-term 
borrowings, gold pledges, banks’ holdings and other private holdings of 
exchange, and the like. Failure to take such factors into account, for 





166 INTERNATIONAL MONETARY FUND STAFF PAPERS 


example, leads Triffin to classify Argentina in 1953-55 in his group of 
high reserve countries.?® Countries that are in debt can, in the future, 
improve their real reserve positions by reducing their obligations rather 
than by increasing their gross reserves. This would not create any 
demand for reserves, and the world total of reserves would not need to 
grow, although it would become more adequate to meet demands. 
Finally, there is little reason to assume, as Triffin does, that the United 
Kingdom is actively pursuing policies compatible with the reserve 
target of $5 billion that has been talked about for a number of years.” 

34. There are other difficulties in determining reserve requirements 
by applying a growth-of-trade factor to a base of present international 
reserves. 

For example, in his Wicksell Lecture (1958), Triffin said that “world 
trade and production are estimated to have increased in volume, over 
the last ten years, at a pace of 6 per cent a year. A parallel rate of 
increase in the world’s monetary reserves ($62 billion at the end of last 
year) would require their expansion by about $3.7 billion annually.”®! 
This figure of $62 billion includes all the assets of the IMF (gold, con- 
vertible currencies, and inconvertible currencies), as well as country 
holdings of inconvertible currencies and balances under payments 
agreements. Would this imply that there is some requirement to expand 
reserves of inconvertible currencies, or to expand a total of which some 
components are much less useful than others? If a dollar’s worth of 
inconvertible reserves becomes convertible, does it not become more 
efficient? 

A similar kind of question is posed by the treatment of claims on the 
European Payments Union (EPU). The $62 billion total of world 
reserves referred to in the Wicksell Lecture included claims on EPU 
totaling $1.3 billion. At a compound growth rate of 6 per cent a year, 
this inclusion created a demand for $1 billion of reserves over the next 
decade. But when claims on EPU were funded at the end of 1958, they 
vanished from the statistics on reserves. Triffin’s calculations in 1959 of 
the required rate of growth of reserves for the next decade were reduced 
correspondingly. The reason for excluding these bilateral claims from 
reserves statistics was presumably that they represented longer-term 
assets; many of these funded claims had terms of a year or two, and a 
few had terms as long as seven or ten years. Germany was the largest 
net claimant on EPU and was interested in showing lower, rather than 
higher, reserves. Moreover, Germany’s net bilateral claims of $1 billion 

29 Gold and the Dollar Crisis, p. 48. 

30 Ibid., p. 50. For purposes of calculating reserve requirements, Triffin assumes 8 
figure of $4.6 billion as of the end of 1957 (ibid., p. 50). For the views of the Radcliffe 


Committee on the U.K. reserves, see Appendix II, below. 
31 The Future of the European Payments System (Stockholm, 1958), p. 34. 
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in January 1959 had been reduced to $480 million by October 1960. The 
arbitrary nature of the classification of reserves is suggested by the 
subsequent rate of payoff as well as by a comparison with overseas 
holdings of sterling. At the end of 1956, approximately one third of 
sterling liabilities had maturities of more than five years; yet they were 
included in country reserves. 

The currency holdings of the IMF present another problem in the 
calculation of requirements. Reserve requirements in 1958 were calcu- 
lated by applying trade growth factors to a world total of reserves that 
included the currency holdings of the IMF. Since then, member quotas 
in the IMF have been increased by more than 50 per cent, and IMF 
holdings of currency enlarged by more than $4 billion. How, then, should 
requirements for 1960 be calculated? Should the procedure be the same 
as for 1958? Should the requirements for 1960-70 include an element for 
expanding this additional $4 billion at the assumed rate of growth of 
trade? At a 3 per cent rate, this involves a reserve requirement of almost 
$1.5 billion during the decade. Or should reserve requirements be 
calculated on the basis of 1960 figures that exclude this $4 billion, which 
in turn might be treated as a deduction from calculated requirements? 

As these examples suggest, to calculate future reserve requirements 
by applying figures on the growth of trade to published figures on 
reserves may lead to results that vary considerably from one date to 
another. Arithmetic calculations of reserve requirements in relation to 
trade are simple—this would appear to be their outstanding virtue— 
but they are not necessarily convincing. 

35. These comments should not be interpreted to mean that, because 
there is question about Triffin’s rate of 3 per cent, or 5 per cent, or 6 per 
cent, some other rate is necessarily better. On the contrary, the search 
for any rate is vain. No mechanistic solution will serve. There are many 
roads to liquidity, many ways of increasing it, and many ways of judging 
when it is more or less adequate. The activities of the IMF, and the 
recent increase in its resources, affect the demand for reserves; also, the 
contracyclical activities of the industrial countries affect the demand. 

An appropriate and expanding volume of world trade may be carried 
on with many different amounts of reserves, total reserves of many 
different compositions, and many different rates of growth of reserves. 
Any arbitrary determination that reserves should increase at some given 
tate may well lead to a lowering of credit standards and to inflation. In 
the end, stability of the reserve structure can be obtained only if the 
major countries really want it, and if they have access to credit to pre- 
serve it. Bagehot’s doctrine that the Bank of England should be prepared 
always to be the lender of last resort has its counterpart in the inter- 
national field. Access to IMF drawings and stand-bys has formalized 
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and internationalized the granting of credit. This marks a great advance 
over the cooperation among central banks that characterized the period 
of the 1920’s and has made it much more unlikely that a crack in the 
exchange structure can start, or, having started, that it can continue. 


RESERVE STRUCTURE PROPOSED IN THE TRIFFIN PLAN 


36. The foregoing discussion has shown that the existing structure of 
international liquidity is less vulnerable than Triffin’s diagnosis suggests. 
Let us turn now to a consideration of his remedies for its weaknesses. 
He has claimed, as noted earlier, that the Triffin plan will result in a 
more stable structure. This proposition is based upon the transformation 
of the IMF into a central bank to hold, in the form of deposits, part or all 
of the reserves of its members. This power is separable from the power 
to create deposits, a function also proposed for the IMF. The latter is 
based upon the assumption that the XIMF and the central banks of all 
member countries constitute a closed banking system, essentially 
similar to the central bank and commercial banks within any one 
country. 

37. As a prelude to this discussion, it should be noted that adoption 
of Triffin’s proposals would make no difference to the serious problem 
associated with the present balance of payments deficit of the United 
States and the recent increase in gold speculation and hoarding. On the 
surface, uneasiness about the dollar reflects the present state of reserves, 
liabilities, and rate of outflow of gold. But basically this uneasiness 
reflects trends. It reflects the series of large deficits which continue to 
reduce gold reserves and increase short-term dollar liabilities. Judgment 
about the adequacy of the reserve position of the United States and the 
strength of the dollar is highly colored—and correctly so—by fear that 
these trends will persist, by fear that the balance of payments deficit 
cannot or will not be eliminated. 

Adoption of Triffin’s plan will not eliminate this balance of payments 
deficit. It will not balance any country’s external accounts. It should not 
relieve any country from keeping its balance of payments in order. Adop- 
tion of his proposal would probably reduce the proportion of the deficit 
_ currently settled in gold, but it would not affect the size of the deficit 
itself. To the extent that such a reduction of gold flows moderated present 
uncertainties and was considered as extending the time available for 
corrective measures, it might even result in a larger total deficit. Recent 
increases in gold speculation basically reflect the same set of problems. 
Speculation is not against the dollar in favor of other currencies; it is 
based on fear that the dollar—as well as other currencies—will be de- 
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valued. This is not a problem of a shortage of international liquidity. 
It is a problem arising out of the U.S. balance of payments. 

38. To illustrate how the proposed arrangements would operate, let 
us apply the proposals to the data for the end of 1958, which were used 
by Triffin.* (The use of later data would not materially affect this 
analysis.) At the end of 1958, the United States had gross reserves of 
$22.5 billion, consisting of $20.6 billion of gold and $1.9 billion of net 
claims on IMF; its deposit requirement with the XIMF, at 20 per cent, 
would be $4.5 billion and would require an additional payment of $2.6 
billion to the XIMF. Since the United States does not include exchange 
assets in its gross reserves, this deposit requirement would be met by 
paying gold. All other member countries would have deposit require- 
ments of $6.7 billion. On the reasonable assumption used by Triffin 
“that all countries would initially prefer to hold onto their gold assets,”* 
the member countries would meet their deposit requirements with $600 
nillion of present claims on the IMF, $800 million of gold, and $5.3 
billion of exchange. The exchange payments probably would consist of 
approximately $1.9 billion of sterling and $3.4 billion of dollars. Dollar 
balances held officially by all countries would be reduced from something 
over $9 billion (including bonds and notes) to $6 billion. As far as the 
United States is concerned, these payments of $3.4 billion of dollars 
would be rendered permanently inconvertible into gold unless the gross 
reserves of the rest of the world should fall below their total at the end 
of 1958, i.e., $33.7 billion. Such a development was very unlikely even 
in 1958, and it has become even more unlikely with the subsequent 
increase in reserves. 

39. The effect so far upon the net reserve position of the United 
States would be the same as if the United States had redeemed $3.4 
billion of dollar balances and paid out $2.6 billion of gold. But these 
transactions are only a first step. Under Triffin’s proposals, all remaining 
official exchange balances would have to be deposited in the XIMF or 
converted into gold. Therefore, the $6 billion of dollar balances and 
more than $3 billion of sterling balances left after the required transfer 
to the XIMF of 20 per cent of gross reserves, which may be termed 
“excess” dollar balances, would have to be turned into gold or deposited 
at the XIMF. To the extent that countries chose this opportunity to 
buy gold which they might be unwilling to acquire under existing 
arrangements, they would create the pressure on the dollar and the 
outflow of gold that Triffin fears so much. In such circumstances, the 
help that could be provided by the XIMF to the United States to relieve 
the pressure would be no greater than the help that could be provided 


® These data were taken from International Financial Statistics, October 1959. 
® Gold and the Dollar Crisis, p. 110. 
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by the present IMF. Triffin is probably right, however, in thinking that 
XIMF deposits could be given such advantages over present exchange 
reserves in key currencies, notably an exchange guarantee and the 
prospect of earning interest, that the conversion would be made 
smoothly, with little additional demand for gold. 


XIMF Deposits, Gotp, anp ExcHANGE GUARANTEES 


40. The XIMF would therefore begin operations, based on the data 
at the end of 1958, with $21 billion of deposits, of which $11 billion was 
required, in accordance with the 20 per cent deposit ratio, and the 
remaining $10 billion was “excess” in the sense that it was over and 
above the deposit requirement. The assets corresponding to these 
deposit liabilities would be $5 billion of gold and $16 billion of exchange; 
the latter would consist of more than $9 billion of dollars, more than $5 
billion of sterling, and $1 billion of other exchange assets. (This ratio of 
gold to deposits subject to conversion is lower than the ratio of U.S. gold 
holdings, whether these are defined as total gold holdings or only those 
in excess of legal reserve requirements, to balances held officially by 
foreigners. ) 

41. Members could at any time use their “‘excess” deposit balances 
to buy gold or to convert them into gold through the XIMF. Thas, 
expanding the functions of the IMF would not necessarily rule out future 
switches into gold. If members should attempt to convert “excess” 
deposits into gold on a substantial scale, the XIMF would then have to 
make gold harder to get, call for more gold from its members, or both. 
It could raise the level of required deposits to 25 per cent or 30 per cent 
of reserves, or to even higher percentages. The higher deposit require- 
ments would reduce the amount of “excess” deposits subject to conver- 
sion and simultaneously make the high gold reserve countries pay in 
more gold. For example, an increase of 5 per cent in the deposit require- 
ment would call for $1 billion in gold from the United States. It would 
even be possible, as Triffin suggests, to make the gold reserve countries 
finance the XIMF gold position to a larger extent by imposing “higher 
deposit requirements upon that portion of each member’s reserves which 
exceeds the average ratio of world monetary gold to world imports.’ 
Thus, a desire to convert “excess” dollars into gold rather than to 
deposit them in the XIMF would lead to a large gold drain from the 
United States, while an attempt at conversion of the same sums after 
they had once been deposited in the XIMF could be countered—to the 
extent that it was not financed by drawing gold from the United States— 

* Tbid., p. 114. 
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only by making a larger proportion of XIMF deposit balances incon- 
vertible into gold. 

42.Before pursuing the implications of these alternatives, we may 
follow through the development of XIMF over the next ten years, as 
contemplated in the Triffin plan. We have seen** that he suggests that 
the Fund’s net lending should be limited “over any twelve months 
period, to a total amount which would, together with current increases 
in the world stock of monetary gold, increase total world reserves by, let 
us say, 3 to 5 per cent a year.” If it is assumed that monetary gold stocks 
increase at the rate of $700 million or $800 million a year, the annual 
increase in XIMF deposits would be about $800 million based upon a 
3 per cent rate, $1.4 billion at a 4 per cent rate, and $2 billion at a 
5 per cent rate. Triffin comments that “These estimates would rise 
gradually, but slowly, with further increases in world reserves. They 
could decrease as well as increase, on the other hand, with future fluctua- 
tions in the current additions to the world monetary gold stock.’’* 

43. How are annual net increases of such a size to be achieved by the 
expanded Fund? 

It is unlikely that they could be significantly achieved by increasing 
short- and medium-term loans to member countries, for there is no 
suggestion that the lending policy of the IMF should be changed. 
Indeed, “the normal procedures for Fund advances need not differ 
substantially from those gradually developed by the Fund over its 
twelve years of existence.”*? The XIMF would continue to make short- 
and medium-term loans to debtor and creditor countries to meet tempo- 
rary balance of payments difficulties. But it is highly doubtful that the 
net increase in deposits, calculated as being required, or as being obvi- 
ously noninflationary, could be achieved by self-liquidating loans to 
meet temporary balance of payments difficulties. Unchanged lending 
procedures should not result in a larger net volume of Jending after an 
expansion of the functions of the IMF. 

The major part, if not all, of the net increase in deposits would 
necessarily depend upon investments by the XIMF, and these would 
have to be medium- and long-term investments. The criteria for these 
investments would have to include, as a major element, the desired 
increase in international liquidity. As a matter of policy, they could not 
be made to any substantial extent in creditor countries that were already 
exporters of capital. Sending capital to them would merely increase the 
size of their capital-exporting activities— carry coals to Newcastle. On 
the contrary, the investments would have to be made in countries that 

% Par. 16. 


3° Gold and the Dollar Crisis, p. 104. 
* [bid., p. 115. 
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were net importers of capital, that is, less developed countries. This 
prospect would obviously have great political appeal for such countries, 

44. It is assumed that monetary stocks of gold in the hands of coun- 
tries would increase during the next decade by $7-8 billion; thus about 
the same amount of additional international liquidity in the form of 
XIMF deposits would have to be provided by the Fund. Accordingly, 
Fund deposits would increase by some $8 billion in the next decade, and 
in the process its total assets would increase to $29 billion. Of this total, 
perhaps $15 billion would represent required deposits, based upon a 
20 per cent factor, while the remaining $14 billion would constitute 
“excess” deposits, with respect to which convertibility into gold might 
be requested. Under the assumptions already discussed, gold holdings 
of the XIMF would increase little, if at all, since exchange would be 
deposited to the maximum extent possible to satisfy deposit require- 


ments. However, the quality of Fund deposits, and the liquidity of the F 


Fund as measured by gold, could, of course, be increased by raising 
reserve requirements. This would result in a substantial increase of the 
Fund’s gold holdings; at the same time, the legal convertibility poten- 
tialities represented by Fund deposits would be reduced. 

The $8 billion increase of Fund assets would consist of foreign exchange 
and securities: loans to members, direct investments in member coun- 
tries, and investments in the securities of organizations such as the 
International Bank for Reconstruction and Development. These in- 
vestments would be made on the initiative of the XIMF and would also 
be agreed by the monetary authorities of the country concerned. Such 
agreement would be necessary to secure for the investments a guarantee 
against exchange rate changes and inconvertibility risks. 

The $8 billion of additional investments in the next decade would be 
in addition to the $16 billion of assets (almost wholly dollar and sterling 
balances) with which the XIMF began operations. The gradual change 
in the composition of XIMF assets during this period, and the probable 
structure of its assets at the end of the period, are matters of considerable 
interest. 

45. The XIMF would have no immediate need to modify its initial 
investments, i.e., the dollars and sterling initially deposited with it, but 
“should be empowered to do so, in a smooth and progressive manner, 
insofar as useful for the conduct of its own operations. This purpose 
would be served by giving the Fund an option to liquidate such invest- 
ments at a maximum pace of, let us say, 5 per cent a year.” This 

% Tbid., p. 110. The Economist (London) commented that “Professor Triffin proposes 
an orderly liquidation of such balances, say by 5 per cent a year... .” (January 9, 1960, 


p. 134), and a number of other commentators drew the same unqualified inference. 
Triffin replied in a letter (The Economist, January 23, 1960, pp. 304-05) describing the 
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option would be noncumulative. This percentage applied to initial 
XIMF dollar and sterling holdings of $15 billion would correspond to 
| an amortization requirement for the United States and the United 
Kingdom of $750 million a year. These countries could buy back the 
securities represented by this amortization requirement by paying gold 
to the XIMF or by transferring XIMF deposits, i.e., by reducing their 
reserves or by increasing their balance of payments surpluses. Amortiza- 
tion would not necessarily have to be undertaken at once, nor would it 
necessarily be required every year. On the contrary, if the United States 
' orthe United Kingdom should have balance of payments deficits in the 
) early years of the XIMF, holdings of dollar and sterling assets might 
' even increase. But the logic and the language of the Triffin proposals— 
_ the many animadversions on the policy of carrying coals to Newcastle— 
| require a persistent, though orderly, liquidation of dollar and sterling 
balances. 


The resources derived from their progressive liquidation, however, would 
normally be reemployed in other markets whose need for international capital 
is greater than in the United States and the United Kingdom. A portion of such 
investments might even be channelled into relatively long-term investments 
for economic development through purchases of IBRD bonds or other securities 
of a similar character.*® 


» 46. If this policy were carried out at a rate of 5 per cent a year, the 
' $15 billion of sterling and dollars initially turned over to the XIMF 
» would be reduced to perhaps $8 billion at the end of a decade. Moreover, 
| apolicy of amortizing initial dollar and sterling assets would imply that 
"new investments in such assets should be avoided. Instead, investments 
' would be made in the securities of other countries. Investments in less 
| developed countries would increase even more markedly than would 
otherwise be necessary. Some investments might be made through inter- 
' mediaries (such as the International Bank for Reconstruction and De- 
» velopment) and some by encouraging the financial centers in Europe 
> (Brussels, Frankfurt, etc.) to borrow on short term and lend on long 
' term.4? The change in the XIMF portfolio of assets may, in broad cate- 
' gories, be outlined as shown in Table 1. Thus, in a decade, gold holdings 

| would be reduced from one fourth to one sixth of total assets. Obliga- 
tions of less developed countries might equal more than half of the total 
» assets of the XIMF. A substantial part of these obligations would neces- 
| sarily be direct, and on medium and long term to the countries them- 
_ selves; some would be obligations of international agencies. 





F proposal stated here. In this letter he also wrote, “I would indeed expect the Fund to 
" acumulate instead additional sterling and dollar balances in the initial years. . . .” This 


expectation does not appear in Gold and the Dollar Crisis, nor in earlier writings. 


** Gold and the Dollar Crisis, pp. 117-18; Hearings, 1959, er - p. 2912. 
40“ Altman on Triffin: A Rebuttal,” in Hearings, 1960, p. 212 
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TasLe 1. Assets or XIMF, 1958 ann 1968 
(In billions of U.S. dollars) 





At End of 1968, on Assumption that 
es Grow at Rate of 3 Per Cent a Year 
tion: Ass jon: reducti 
‘ ition “Seale i a 
nD an ster! balances 
of 1958 ing balances 

















5 per cent a year 





Assets = Deposits 


Gold 
Exchange and securities 
Dollars and sterling 


Other 16 





47. The change in the character of the structure of international 
reserves to be accomplished by the XIMF is outlined by this numerical 
illustration. The present structure consists of gold and short-term 
obligations of net creditor countries. The proposed structure will consist 
of gold and XIMF deposits; and the deposits will increasingly rest upon 
the medium- and long-term obligations of the net debtor countries, 
(If the reserve situation in 1960 had been taken as a starting point, 
XIMF assets and deposits would be larger than shown in the table, and 
the composition of assets would be somewhat different. Gold would bea 
smaller, and dollars a larger, proportion of total assets. The point of the 
calculation would, however, remain unchanged.) 

48. If this transformation is not to impair member countries’ con- 
fidence in the soundness of XIMF deposits, it would be essential to 
reinforce these deposits by appropriate guarantees. Such guarantees 
play a crucial role in Triffin’s proposals. All XIMF deposits would carry 
an exchange guarantee, expressed in a gold unit of account. If the price 
of gold were raised, the amount of XIMF deposits standing to the credit 
of each member would be increased correspondingly. If any currency 
were devalued relative to gold—if the gold content of any currency were 
reduced while the world price of gold remained the same—an XIMF 
deposit would then buy more units of that currency. Such arrangements 
involve corresponding guarantees of XIMF assets and are the same as 
those applicable to IMF holdings of members’ currencies under 
Article IV, Section 8, of the IMF Articles of Agreement. Under this 
provision, each member is required to maintain the gold value of the 
IMF holdings of its currency. If the par value of its currency declines, 
a member must pay to the IMF additional currency sufficient to restore 
the original gold value of the Fund’s holding. This provision is uniform 
for al] members. It applies to members under Article XIV and whose 
currencies are not convertible within the meaning of the Articles of 
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Agreement; it applies to members under Article VIII and whose cur- 
rencies are considered to be convertible. It applies whether a member 
does, or does not, stand ready to buy and sell gold for official purposes 
at stated prices. 

49. The significance of these guarantees would change, however, as 
the XIMF operations proceeded. With the passage of time, an increasing 
proportion of its assets would consist of direct obligations of less devel- 
oped countries, and obligations of investing intermediaries, such as the 
International Bank for Reconstruction and Development (IBRD), 
“older financial centers” in Europe, and the like. Whereas XIMF’s 
investments at the beginning would be in key currencies which are 
widely used and which are completely convertible on external account, 
investments later would be in national currencies having no international 
circulation and which may be subject to more or fewer exchange restric- 
tions. Though all investments would be guaranteed against devaluation, 
additional quantities of various currencies paid in to compensate for 
devaluation would hardly have the same acceptability. 


There are difficulties, also, in the concept of guarantees by the invest- 
ment intermediaries. Bonds issued by the IBRD carry neither an 
exchange nor a gold guarantee. The bonds are issued in particular 
currencies and are repayable in those currencies on a legal tender basis, 
regardless of what their gold or exchange equivalent may be at the time 
of repayment. Members of the IBRD guarantee to maintain the value 
of their capital subscriptions in terms of a gold equivalent, but the 
IBRD itself does not issue bonds with a gold equivalent. Nor is it clear 
why, under these arrangements, the older financial centers would be 
prepared to lend long and borrow short. They have traditionally done 
this in the past, but they did not have to operate then with one-sided 
guarantees. It seems improbable that they would be content with the 
arrangements proposed by Triffin, under which their obligations to the 
XIMF would have to be guaranteed against exchange depreciation 
whereas their foreign investments would be subject to all the risks of 
devaluation and restrictions on exchange and capital movements.*' 

But even if it is assumed that guarantees of the kind envisaged could 
be secured by the XIMF, an important question remains: Would not 
such a prospective change in the quality of its assets, first, encourage 
members to keep their excess reserves in gold rather than in XIMF 
deposits, and second, make it more difficult to secure agreement on an 
increase in reserve requirements? To the extent that it had these effects, 
it would limit XIMF banking operations and reintroduce elements of 
instability resulting from sizable gold flows. 


| Cf. Hearings, 1960, p. 212. 
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50. An alternative to these far-reaching proposals is that, if the 
United States and the United Kingdom wanted to, and could, avoid any 
threat to the dollar and the pound by a comprehensive guarantee, such 
a guarantee could be negotiated specifically to meet the degree of danger 
apprehended. It could apply to all countries or to only a few; it could 
apply to all official reserves or to only that part in excess of regular 
working balances; it could apply to existing balances or to additions. 
The Triffin proposals offer no such flexibility and are much more exten- 
sive. They formally apply only to official holdings of exchange. In the 
event of a run, however, nonoflicial holdings are quickly converted into 
official holdings. Moreover, official holdings may come to include 
speculative flights from a currency financed by bank credit. The exchange 
guarantee under the Triffin proposals is thus likely to be more far- 
reaching than any exchange guarantee that might be negotiated by any 
individual country acting alone. 

Even after the IMF was expanded to hold the exchange reserves of 
its members, private exchange holdings would remain outstanding and 
sensitive to profit opportunities. Interest rate policies that might be 
pursued by the United States, the United Kingdom, or any other key 
currency country would continue to affect short-term capital movements. 
To this extent, a differentially low interest rate adopted for domestic 
reasons might still be put under pressure by the outflow of short-term 
funds. To argue that such developments would in no instance result in 
the outflow of gold would be to assume that countries would be willing 
to accumulate XIMF deposits without limit and that they would 
abandon their views with respect to maintaining conventional propor- 
tions of their official reserves in gold. 

51. There are, in fact, only two ways to eliminate the threat of a 
demand for gold. One is to maintain a 100 per cent gold reserve for 
deposits. The other, as Keynes recognized, is to establish one-way 
convertibility, so that gold can be used to buy “bancor,” but “bancor” 
cannot be used to buy gold.” A fractional gold reserve system is always 
subject to disturbances, and both its proximate and its ultimate stability 
depend upon confidence. Confidence will, in turn, reflect the opinion that 
the system, whether it be a gold-exchange standard or the XIMF, will 
be able to honor its commitments. 

Furthermore, the acceptability of exchange assets (even with a 
country guarantee) depends upon maintaining balance of payments 
discipline, which limits the quantity of national currency paid out to 
foreigners. Gold flows may be disturbing, but they are a rude discipli- 

“This was the arrangement suggested for the International Clearing Union; see 


Proceedings and Documents of the United Nations Monetary and Financial Conference 
(Washington, 1948), Volume II, p. 1565, par. 29. 
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narian. Would the XIMF do as effective a disciplinary job? And could . 
it do such a job without acting in much the same way as gold flows do? 
There may well be a conflict between the requirements for stability of 
the exchange structure in the short run and in the long run, and particu- 
larly if one raison d’étre for an expanded IMF is to increase the growth 
of international liquidity. 

52. There is no doubt that the calculated net increases in deposits 
could be obtained by a Fund whose objective would be to expand inter- 
national liquidity (the money supply) even if it had to acquire large 
amounts of long-term obligations to do so. But three points should be 
noted. First, adherence to a lending policy based upon self-liquidating 
short-term borrowings will not necessarily expand the money supply at 
any predetermined rate, while adherence to a policy of expanding the 
money supply at a predetermined rate can hardly be based upon short- 
run borrowings. Second, the amount of additional investment required 
to achieve a given expansion of XIMF deposits is not necessarily in the 
ratio of 1:1. It may be less than this ratio if the key currency countries 
have balance of payments deficits. It may be more than this ratio if they 
are using balance of payments surpluses to reduce currency liabilities 
to foreigners—specifically, dollar and sterling assets held by the XIMF. 
This would be the situation whenever the XIMF exercised its option to 
have the United States, or the United Kingdom, amortize its liabilities 
to the XIMF at the rate of (say) 5 per cent a year. Finally, central 
banks have never been willing to adopt a policy of consistently and 
automatically expanding the domestic money supply in line with 
production or national income; they have invariably used a combination 
of criteria; and they have sometimes considered that increases in the 
money supply are not required for high levels of economic activity. An 
expanded IMF with responsibilities to attain the international liquidity 
that Triffin considers adequate would be put in the position of attempting 
to do internationally what no central bank has been willing to attempt 
nationally. 


INTERNATIONAL Liquipity SINcE 1956 


53. To put Triffin’s proposals in better perspective, and to see what 
they could imply for the international management of financial opera- 
tions, a few comments may be in order on the course of international 
liquidity and on the use of IMF resources since 1956. It would not be 
unreasonable to expect, as a first hypothesis, that an inadequate rate of 
growth of international liquidity would be accompanied (with perhaps 
some lag) by one or more of the following: increased use of IMF resources, 
pressures upon world prices and trade, deflationary policies to gain 
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reserves, and increased resort to impediments to trade. On the other 
hand, it would be difficult to conclude that, if most of these indications 
were not present, international liquidity was growing at an inadequate 
rate. The three-year period beginning with 1957 has been chosen for 
analysis partly because Triffin suggested a version of his present propo- 
sals in 1957, in his Europe and the Money Muddle, and partly because 
1957 and 1959 appear to represent periods in the business cycle which 
are not too dissimilar; but there is no question that a longer period would 
have advantages. In commenting upon international liquidity and the 
effect of Fund operations, it may be noted that drawings on the IMF 
are statistically equivalent to increases in international liquidity, and 
that repayments are equivalent to decreases; however, liabilities (repur- 
chase obligations) resulting from drawings are not deducted from 
statistics on country reserves. 

54. In the three years 1957-59, the volume of world imports expanded 
at an average rate of 4.3 per cent a year. Imports of developed areas 
increased at a rate of 5.4 per cent a year, and those of less developed 
areas at the rate of 1.3 per cent.“ The rates of increase are considerably 
greater if imports are measured through the second quarter of 1960, 
but the differences are probably attributable mainly to cyclical 
influences. 


Taste 2. Inpices or VoLumME or Imports, 1955, 1956, anv 1959 
(1953 =100) 





1955 





World 118 144 


Developed areas 119 128 150 
North America 104 116 136 
Western Europe 125 158 


Less developed areas 117 124 129 





Source: United Nations, Monthly Bulletin of Statistics, April 1961, Special Table A. 
1 Rates of increase are calculated on a compound basis. 


55. The increase of world imports at the rate of 4.3 per cent a year in 
1957-59 was accompanied by some price reductions. World export 


43 As is evident from Table 2, in 1957-59 imports by North America and Western 
Europe increased at almost the same rate. Rates of increase based upon export data tell a 
very different story, since they were affected by the events at Suez. World exports in 
1957-59 increased by 3.8 per cent a year. Exports by regions increased as follows: 
3.4 per cent for developed areas including North America (— 2.8 per cent) and Western 
Europe (7.0 per cent); 3.6 per cent for less developed areas. 
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prices fell by 3 per cent from 1956 to 1959; export prices of developed 
areas decreased by 2 per cent, and those of less developed areas by 8 
per cent (Table 3). 


Tasie 3. Inpices of Woritp Export Prices, 1956-60 
(1953 = 100) 


1956 1957 1958 








By commodities 
All commodities 
Primary commodities 
Manufactured goods 


By area 
Developed areas 101 
Less developed areas 101 





Source: United Nations, Monthly Bulletin of Statistics, March 1961, Special Table A, 
and April 1961, Special Table A. 


1Third quarter. 


56. The total and the ownership of international reserves were 
aflected by many events in the period 1957-59. Fund quotas were 
increased from $8.9 billion at the end of 1956 to $14.0 billion at the end 
of 1959, with one quarter of this increase payable in gold. The major 
countries of Europe took far-reaching convertibility decisions at the 
end of 1958. At that time, more than $1 billion of reserves vanished from 
reserve statistics overnight, as short-term multilateral EPU credit 
balances were converted into longer-term bilateral balances. There was 
a substantial redistribution of reserves. Gold holdings of the United 
States fell sharply, and its short-term dollar liabilities increased substan- 
tially. Reserves of a number of other countries, notably India, Venezuela, 
and Egypt, decreased; although these decreases were much smaller than 
the decline in U.S. gold reserves, they were very significant for the 
countries concerned. Western Europe, including the United Kingdom, 
was the beneficiary of practically all of the gross increase in reserves and 
of the redistribution of reserves. Measuring the useful increase in 
reserves therefore presents some difficulties, while evaluating the 
increased effectiveness of reserves presents even greater ones. A number 
of separate indicators of changes in world reserves are given in Table 4. 

57. The stock of monetary gold held by countries and international 
institutions increased by 5.5 per cent during the three-year period, or at 
the rate of 1.8 per cent a year. Countries, because of payments to the 
IMF in connection with enlarged quotas, increased their gold reserves 
at a lower rate. Aggregate exchange reserves of all countries decreased 
by $400 million during the period and totaled $19.0 billion at the end 
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Tass 4. INTERNATIONAL RESERVES 
(In billions of U.S. dollars; data pertain to end of year) 





Increase, 
1956 1959 1957-59 





All countries 
Gold 36.1 37.9 1.8 
Exchange 19.4 19.0 —0.4 
Total 55.5 6.9 1.4 
All countries excluding the United States 
Gold 14.0 18.4 4.4 
Exchange 19.4 19.0 —0.4 
Total 33.4 37.4 4.0 
International institutions 
2.0 2.3 0.3 
Exchange 6.4 11.4 4.9 
Total 8.4 13.7 5.2 
World 
Gold 38.1 40.2 2.1 
Exchange 25.8 30.4 4.6 
Total 63.9 70.6 6.7 





Source: International Monetary Fund, International Financial Statistics, January 
1961. 


of 1959; the amount of Fund drawings included in exchange reserves 
was $450 million larger at the end of 1959 than it had been three years 
earlier. According to one measure of over-all reserves, namely, world 
holdings of gold plus country holdings of foreign exchange, reserves 
increased from $57.5 billion at the end of 1956 to $59.2 billion at the 
end of 1959, or by less than 1 per cent a year.“ 


58. From 1956 to 1959 there was substantial easing in the interna- 
tional financial situation. Reserves of the countries in continental 
Western Europe increased to adequate, and in some cases admittedly 
high, levels. The major European currencies were made externally 
convertible at the end of 1958 and have been further liberalized since 
that date. Exchange restrictions in the world at large were reduced. A 


number of countries, including France, improved their reserve positions 
notably. 


59. The Fund approved $3.4 billion of drawings from the beginning 
of operations through the end of 1959; $1.3 billion of this amount was 
outstanding at the end of the period (Table 5). In addition, it approved 
$2.0 billion of stand-by arrangements under which $208 million remained 
available at the end of 1959 for drawings. The years 1956 and 1957 were 

“ As already noted, country holdings of exchange reserves were affected by the 


elimination of $13 billion of claims on EPU after the end of 1958. If pe etn By is 


made for this nonrecurrent event, world gold plus country exchange reserves increased 
by $3 billion from 1956 to 1959, or by 1.7 per cent a year. 
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Taste 5. SumMARY OF TRANSACTIONS OF THE INTERNATIONAL Monetary Fonp, 
1955-60 
(In millions of U.S. dollars) 





1955 1956 1957 1958 1959 1960 





Activity during year 
Drawings by members 23 693 977 338 180 280 
Repurchases by members 232 = 113 64 348 573 654 
Stand-by arrangements agreed 0 1,077 183 339 315 401 


Position at end of year 


Drawings outstanding 234 «6814 +1,727 1,696 1,268 867 
Available under stand-by arrangements 62 1,117 870 911 208 383 





Source: International Monetary Fund, International Financial Statistics, January 
1961. 


particularly active ones, accounting for one half of all the drawings and 
three fifths of all the stand-by arrangements agreed by the Fund from 
the beginning of operations to the end of 1959. In contrast, drawings 
and stand-bys in 1958 and 1959 were much less, while repurchases and 
expirations of stand-bys were substantial. Drawings outstanding at the 
end of 1959 were $450 million more than they had been three years 
earlier, but amounts available under stand-by arrangements were 
$900 million smaller. For the purpose of assessing the ease or the tight- 
ness of international liquidity, the most appropriate measurement of 
Fund assistance is probably drawings outstanding plus amounts still 
available under stand-by arrangements. By this measure, Fund 
assistance decreased from $1.9 billion at the end of 1956 to $1.5 billion 
at the end of 1959, and decreased further in 1960 to $1.25 billion. 
It should not be overlooked, however, that transactions with the 
United Kingdom are responsible for a substantial part of this trend. 
60. The immediately preceding discussion may be summarized as 
follows: In the three years 1957-59, the volume of imports increased 
4.3 per cent a year, a rate of increase which was substantial, though 
somewhat lower than in earlier postwar years; export prices fell slightly, 
but were characterized by a stability which had been regarded only a 
few years before as most difficult to attain; the most important European 
currencies were made externally convertible; the over-all level of trade 
restrictions was reduced; and members’ use of the Fund’s resources 
decreased after 1957. The United Kingdom, Japan, and most of the 
industrial countries of Western Europe improved their reserve positions, 
in many cases markedly, without any of the severe deflationary measures 
usually associated with recovery from an inadequate level of interna- 
tional reserves. While all of these developments were taking place, 
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international reserves increased at a slow rate, certainly less than 2 
per cent a year. If the assumption is made that international reserves 
should increase as fast as trade, the events of 1957-59 would appear to 
be inconsistent with such a low rate of growth of international liquidity, 

61. This three-year period nevertheless saw a number of disquieting 
developments. Perhaps the major one was the emergence in 1958 of the 
large balance of payments deficit of the United States, a deficit which 
has not yet been eliminated. But no one has ever suggested that this 
deficit was caused by an inadequate rate of expansion of international 
liquidity—nor that it can be cured by an increase in international 
liquidity. The balance of payments deficit of the United States did 
swell the reserves of the rest of the world, and to this extent may perhaps 
be considered as offsetting what would otherwise have been an inade- 
quate rate of growth of reserves. But this is only to argue against the 
proposition that the total of world reserves is the only measure of ade- 
quacy and the only basis for financial policy. The distribution of reserves 
among countries has on many occasions been extremely important, and a 
number of other elements, particularly the quality of reserves and the 
substitutes for or supplements to reserves, also play important roles. In 
any event, the increase of reserves of all countries other than the 
United States during 1957-59 was somewhat smaller than the increase 
of imports, which was itself very highly concentrated in industrial 
countries.‘® 

62. The Fund at all times has had enough resources to operate on a 
substantial scale. Even the large operations in 1956 and 1957 did not 
rule out sizable additional operations, while the smaller operations in 
1958 and 1959 clearly left room for additional drawings and stand-by 
arrangements. 

This raises several questions: Why was it that the Fund was not more 
active? How could the Fund have engaged in additional operations if | 
its policy had been directed toward pumping additional liquidity into the 
international system in order to increase the rate of expansion of reserves 
to 3 per cent a year, or even to higher rates closer to the actual rate of 
growth of trade? Was the lending policy of the Fund too “tough” and 
did it leave unsatisfied a large amount of appropriate demands for 
drawings and stand-by arrangements? Such a charge against Fund 
policy has not been made. There would certainly be no agreement that 
Fund policy was too “tough” if its objective was to make short- and 

45 In 1957-59, the volume of imports for the whole world increased by 4.3 per cent 4 
year. Imports for the world excluding North America increased by 4 per cent. (The 
corresponding increases for exports were 3.8 per cent and 6 per cent, respectively.) 
Reserves of all countries other than the United States, including the contribution to 


reserves made by the balance of payments deficit of the United States, increased by 
3.8 per cent a year. 
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medium-term (up to five years) advances. But if the policy objective 
was to increase further the rate of growth of international reserves, 
Fund policy undoubtedly was too “tough.” The required increase of 
reserves for the three-year period 1957—59 at a rate of only 3 per cent 
a year was $5.2 billion, when the smallest reserve base, i.e., country 
reserves of gold and exchange, is used (Table 6). Reserves of all countries 


TasLe 6. RequirepD GrowTH oF REesERvEs aT Various Rares, 1957-59 
(In billions of U.S. dollars) 





Required Increase, 
Amount Actual 1957-59, at 
At End arious Rates 


-s 
Reserve Base of 1956 1957-59 3% 4% 5% 





Country gold and exchange reserves 55.5 1.4 5.2 69 8.8 
World gold reserves plus country exchange 

reserves 57.5 1.7 5.3 7.2 9.1 
Country and international institution holdings 

of gold and exchange 63.9 6.7 5.9 8.0 10.1 





increased by only $1.4 billion. On this basis the Fund should have 
increased net drawings outstanding (plus undrawn stand-bys?) by an 
additional $1.3 billion a year. At a rate of 4.3 per cent a year, i.e., the 
rate of growth of imports during 1957-59, country reserves of gold and 
exchange should have increased by $7.5 billion instead of the actual 
$1.4 billion. This would have required an increase of $2.0 billion a year 
in international reserves. 


63. A management of the IMF operating during 1957-59 on the 
proposition that international reserves should increase pari passu with 
imports, and that an annual rate of increase of 3 per cent was “definitely 
noninflationary,” would have tried to increase reserves by at least an 
additional $1.3 billion a year. The IMF could have achieved this objec- 
tive by making additional loans to nonindustrial countries, and it could 
also have engaged in investment operations. A large proportion of such 
funds would inevitably have been spent on imports from industrial 
countries, probably for economic development. Whether such an expan- 
sion in this period at this rate would have been desirable and noninfla- 
tionary, and whether this procedure would have been the most appro- 
priate for attaining the desired goal, are questions that would require 


» extended consideration. 


64. Alternatively, XIMF lending policy might be related to the 
growth of reserves, and the determination of reserve adequacy, as 


measured for countries plus all international monetary organizations 
(IMF, EPU/EF, and BIS). 
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On this basis, reserves increased by $6.7 billion in 1957-59, of which 
the major part ($4 billion) represented currency payments (i.e., ten- 
dering of notes payable on demand in currency) by IMF members in 
connection with their quota increases of 1959. The increase of $6.7 billion 
was more than enough to meet requirements based upon a growth of 
imports of 3 per cent a year, but it fell short of meeting the actual rate 
of 4.3 per cent by almost $800 million.*¢ 

The large increase of reserves was achieved by enlarging Fund quotas. 
Why the delivery to the Fund of $4 billion of demand notes, which may 
not be cashed for many years, improves world liquidity immediately, 
may be puzzling. The explanation probably is that the usual meaning 
of the term “reserves” is too restricted, and that it would be useful to 
introduce such a term as quasi-reserves into the analysis of the statistics. 
Possibly published statistics on country reserves of Fund members 
would be more meaningful if their gold contributions to, their creditor 
positions in, and their drawing rights on, the IMF were considered 
along with their reserve holdings of gold and exchange. 


65. International liquidity increases when the ability to borrow 
increases, whether from international, national, or private sources.‘ It 
also follows that, with a given amount of borrowable resources, liquidity 
is greater when countries are willing to borrow than when they are not. 
When countries can borrow, and are willing to borrow, it is unnecessary 
for an international organization to force-feed liquidity into the system 
and into the reserve statistics, in accordance with calculated require- 
ments based upon the growth of trade. Nor is it meaningful after the 
fact to compare the actual growth of reserves with the actual growth of 
trade. It is sufficient to ensure that the amount of quasi-reserves is 
large—that the lender of last resort always has some resources to lend— 
and to let the reported total of reserves take care of itself. Countries will 
then rely on reserves and quasi-reserves in the proportion that seems to 
them most appropriate. 


46 On the basis of world reserves (Table 4), the growth of reserves required to match 
— increasing at a compound rate of 4.3 per cent a year would have totaled 

ilion. 

47 When the United Kingdom made advance repayments to the Fund in 1960, Treas- 
ury Officials are reported to have observed that these repayments did not in any way 
weaken the United Kingdom’s reserve position. The repayments were considered to 
be merely a transfer from front-line reserves to secondary reserves, since they enlarged 
U.K. drawing rights on the Fund (The Wall Street Journal, September 6, 1960). Gover- 
nor Cobbold of the Bank of England stated in a speech in October 1960, “I hope that 
we shall all get more used to regarding the International Monetary Fund as a second 
line of reserves. Too little importance has been attached to the very large increase in 
their facilities which was arranged last year, and to the part they can play in offsetting 
these [short-term money] movements. . . . I should like to see countries draw on these 
facilities as a matter of — business when they need to reinforce reserves, and 
repay when reserves are rising. . 
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Some POLITICAL AND INTERNATIONAL IMPLICATIONS 


66. Triffin has remarked that “there is no doubt that these reforms 
could be viewed as a first step toward the setting up of a supranational 
monetary authority, to which central banks and governments are 
understandably reluctant to yield any parcel of their cherished national 
sovereignty and independence.” This is a consideration which is 
partly real and partly fictitious, but it is not one that can be put aside. 
It raises a number of complex issues, of which four are briefly discussed 
here: the role of the XIMF in national money markets; the role of the 
XIMF in international investment; some political aspects of exchange 
guarantees; and the present and future control of the Fund. 

67. The XIMF would inevitably have to operate in many of the 
world’s money markets, particularly those in the United States and the 
United Kingdom. The XIMF would begin operations with more than 
$9 billion of dollar assets and more than $5 billion of sterling assets, 
based on data as of the end of 1958.4® These assets consist of demand and 
time deposits, and short- and long-term government securities. Manage- 
ment of these portfolios would require many Fund decisions: to keep 
deposits in some banks rather than others, to hold assets in cash or to 
invest, and to vary the proportion of investments between short-term 
and long-term securities. Decisions of this sort could affect both the 
level and the structure of interest rates; they would be reinforced by 
exercise of the option to demand the annual liquidation of up to 5 per cent 
of XIMF holdings of dollars and sterling, equal to $500 million of 
dollars and $250 million of sterling. 


68. The Triffin proposals would greatly increase the amount of 
internationalized investment. The decisions to invest, and the directions 
and the terms of investment, would be taken by the governing authorities 
of the XIMF. If the XIMF did not wish to make all of its investments 
directly in member countries, it could invest indirectly, through such 
other international agencies as the IBRD. The investments (apart from 
reinvestments) would be made with credit newly created by the XIMF; 
the real resources that would be bought with these funds would come 
from countries, very largely from developed countries. Injections of 
bank credit might be helpful if countries were in a recession, and infla- 
tionary if their resources were fully employed or if there were important 
bottlenecks in production. In either case, countries would have to 

“The Twilight of the Gold Exchange Standard and the World Doular Crisis,” in 
Hearings, 1960, p. 238. 

491t may be noted, by way of comparison, that the Federal Reserve System owns 


$27 billion of U.S. Government securities and all commercial member banks another 
a (data are for November 1960, from the Federal Reserve Bulletin, December 
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readjust their ratios of domestic to overseas availabilities, and of savings 
to investment, in order to meet these additional export demands. 

69. The political problems involved in negotiating an exchange 
guarantee of the scope proposed by Triffin are probably enormous in 
creditor countries with short-term foreign liabilities, particularly the 
United States and the United Kingdom. The long-term foreign invest- 
ments of these countries are valued at billions of dollars. They are 
several times as large as foreign holdings of dollars and sterling. All of 
these investments in securities and business enterprises are exposed to 
risks: devaluation, changes in business policy and taxation, and, in 
some cases, the more than negligible possibilities of expropriation and 
“{ntervention.” Countries with large foreign investments may well be 
unwilling that their own investments should not be guaranteed, but 
that external holdings of their currencies should be. 

70. Finally, brief mention should be made of the membership of the 
Fund, now and in the future. The significance of stipulated voting 
majorities (14, 24, 34, ete.) depends very much upon the size of the 
XIMF, the number of its members, and voting rights once quotas are 
abolished. The membership of the Fund has increased substantially 
since 1946. It may well continue to increase. The Soviet Union attended 
the Bretton Woods Conference, and its quota then agreed was slightly 
less than that of the United Kingdom and almost 15 per cent of the total. 
Czechoslovakia and Poland were original members of the Fund with 
combined quotas equal to almost 3 per cent of the total. These three 
countries could conceivably be admitted to membership in the XIMF 
under political conditions which cannot now be predicted. Other com- 
munist countries also could become members; and less developed 
countries that already have attained independent status, or that may 
do so in the future, may join the XIMF. These potential additions to 
membership should be carefully considered when it is proposed that 
the XIMF be given the power to create credit, to make international 
investments, and to exercise important powers in money markets. 


Ill. Conclusion 


71. The implications of Triffin’s proposal are far-reaching. An inter- 
national agency would be authorized to manage and systematically 
expand the international money supply. The character of the Fund’s 
operations would be changed tg_facilitate expansion of international 
liquidity at what is conceived to be an adequate rate. The expanded 
Fund wo ave authority € new_money in the form of deposits, 


which would to an increasing extent rest on investments in under- 
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developed net debtor countries. The process of creating deposits would 
involve drafts on the real resources of other members, largely the 
developed countries, and it could readily become inflationary, The 
character of the assets of the expanded IMF would increasingly be 
changed from currency holdings and three- to five-year loans, conceived 
to be self-liquidating and revolving, into medium- and long-term loans 
which would have a different character. These changes would rest on 
important exchange guarantees. They could involve intervention of the 
XIMF in the money markets of the United States, the United Kingdom, 
and perhaps other countries. They would involve changes in the sources 
of funds for, and in decisions over, long-term investment. The authority 
to require gradual liquidation of dollar and sterling balances would 
reduce either the gold reserves or the long-term capital exporting ability 
of the United States and the United Kingdom. The expanded IMF 
would inevitably be less liquid than the present one, and this might 
raise questions about its ability to create deposits as good as gold and 
to provide the key currencies that members may need, unless reserve 
deposit requirements are raised and the gold contributions of a few 
members increased far beyond the level initially proposed. 

72. These far-reaching changes, and others which can be foreseen 
only dimly, are based upon findings of the dangerous state of, and pros- 
pects for, international liquidity. The proposals are based upon a 
simplified view of the statistics-on_reserves_and_trade that does not 
reflect such important factors as the distributiorf of reserves, the change 
in the quality of exchange assets, the state of balance of international 
trade and exchange rates, and the growing role of the IMF. At best, 
these findings of serious reserve deficiency are unproven; at worst, they 
are incorrect, at least for the next five or ten years. It may be argued 
that ten years is not a long time, and that the world should now antici- 
pate developments over a much longer period. As to this, opinions differ. 
Since 1900 there have been many forecasts of reserve requirements based 
upon the rate of growth of trade. With practically no exceptions, these 
forecasts concluded that reserves would soon become inadequate, and 
that this inadequacy would cause deflation. There have been many 
forecasts since World War II of growing inadequacy. The remedies for 
this inadequacy have ranged from proposals to increase liquidity by 
raising the price of gold to Triffin’s proposal to create a new kind of 
international deposit money. Yet for a large part of this period the 
problem was inflation, not deflation. Reasonable price stability, if it 
has indeed been achieved, is of recent date. Such threats as there are to 
this stability hardly stem from the side of deflation. 

73. These comments in no way imply that international liquidity does 
not present many difficult problems. However, there is reason to believe 
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that, in view of the recovery already made, the lines of development 
pursued in the postwar period offer the best chance for further progress, 
The international financial machinery has proved to be flexible and 
adaptable. Within its terms of reference, or with relatively small changes 
in them (compared with the large and controversial changes proposed 
by Triffin), this machinery is capable of further growth and adjustment. 
The IMF with its enlarged resources and its proven type of operation 
provides the guidance and monetary support that should facilitate 
further expansion and stability of the structure of international reserves. 


APPENDICES 


I. Rate of Growth of Trade as a Guide to 
XIMF Operations 


The rate of growth of trade may be used in three ways: as an ex ante 
indicator of reserve requirements, as an ex post measure of the adequacy 
of the growth of reserves, and as a current guide to the operations policy 
to be followed by an expanded IMF. 

Triffin clearly uses the rate of growth of trade as an ex ante indicator 
of future reserve requirements. The conclusion that the prospective 
rate of growth of reserves in the next decade will be inadequate rests on 
this base. He uses trade as an ex post measure much less clearly. His 
judgment that the present level of international liquidity is inadequate 
because reserves have failed to increase in the postwar period as rapidly 
as trade is not clear-cut. Such a judgment inevitably must rest on a 
number of elements, including the base line from which calculations 
should start. This difficulty will also be present a decade hence if an 
attempt is then made to measure the adequacy of reserves solely with 
respecl to growth rates. 

The use of the rate of growth of trade as a current guide to the opera- 
tions policy of the XIMF, though perhaps clear at first thought, becomes 
increasingly cloudy on further reflection. Triffin proposes™ to expand 
the IMF into a central bank for central banks, so that it can be concerned 
with the adequate growth of international reserves and with the stability 
of the structure of reserves. The adequate growth of reserves is con- 
sistently taken to be growth at the same rate as the volume of trade, 
and all calculations of reserve requirements and shortfalls are based 
upon this definition. It might, therefore, be expected that he would set 


50 Hearings, 1959, Part 9A, p. 2938; Hearings, 1960, p. 238. 
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up the growth of trade as the guide to, and the determinant of, the 
operations policy of the expanded Fund. But this is not the case. Triffin 
nowhere lays upon the XIMF the responsibility of increasing interna- 
tional liquidity part passu with trade. In fact, he does not explicitly lay 
upon the XIMF the responsibility of increasing international liquidity 
at an adequate rate. On the contrary, the growth of trade is used only 
as a limit to XIMF lending. Though “‘a reasonably conservative solution 
would be to retain a 3 per cent figure as definitely noninflationary,”’®! the 
appropriate rate of expansion of XIMF deposits is left to the judgment 
of the Executive Directors; rates of expansion greater than 3 per cent a 
year would require progressively larger majorities. 

It may be interesting to speculate why it is necessary to read Triffin 
so carefully on this question of using the rate of growth of trade as a 
guide to, and determinant of, the operations policy of the expanded 
Fund. The path of his argument through prospective reserve require- 
ments and the imminent reserve deficiency is so straightforward that it 
is easy to conclude that the operations policy of the XIMF should be 
directed toward achieving an adequate rate of growth of reserves, one 
equal to the rate of growth of trade. Many commentators have done this. 
For example, The Economist (London) stated that the expanded IMF 
would “arrange that its net lending in a period of twelve months, to- 
gether with current increases in the supply of gold, would increase total 
world reserves by say 3-5 per cent a year. Thus world liquidity would 
keep up automatically with world trade.” An article in The Banker 
(London) speaks of “‘the Fund’s basic lending, the amount of which 
would be determined on an arithmetical basis linked to world trade. 
Thus the Fund’s basic lending over any twelve months might be fixed 
at such an amount as would, together with current increases in stocks 
of monetary gold, increase world reserves by 3-5 per cent a year.” One 
highly qualified European observer put the matter this way: 

The Fund shall so handle its lending operations that international monetary 
reserves can grow at the necessary rate. A growth of total reserves, including 
gold, of around 3 per cent annually should be regarded as normal. But in case 


of need the Fund, with a qualified majority, shall be able to bring about a 
growth of world currency reserves in excess of this rate. 





51 Gold and the Dollar Crisis, p. 103. In a later statement, this point was made as 
follows: “One could, for instance, adopt a highly conservative estimate of such needs— 
allowing, let us say, for a maximum reserve increase of 3 or 4 per cent annually— 
provided that additional lending be made permissible, in case of need, by special voting 
majorities assuring a proper control of such decisions by the major creditor countries 
in the Fund” (Hearings, 1960, p. 238). 

® January 9, 1960, p. 134. 

; _. Hirsch, “Development Aid and World Reserves,” The Banker, March 1960, 
p. 148. 
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Professor Brian Tew described the operations policy of the XIMF 
as follows: 

The aim would be to increase the total amount of Bancor in existence at a 
rate sufficient to ensure that the world’s stock of Bancor plus gold should 
grow part passu with legitimate requirements for international liquidity i in an 
expanding world economy. In order to meet the “inflationary bias” danger 
raised against Keynes’s proposals, Triffin suggests very simply that a presump- 
tive ceiling on the Fund’s loans and investments be agreed to in advance, and 
that qualified majority votes (7, és 4, or even 4 of the total voting power) be 
required to exceed this ceiling. . 

The writer’s initial impression, while reading Triffin, was that the 
expanded Fund would, without question, direct its lending and invest- 
ment operations to assure an adequate rate of growth of the world’s 
reserves, and that a 3 per cent rate was a self-evident policy target. 
This is stro:.gly implied on many occasions, but nowhere stated in so 
many words. The expanded Fund is nowhere clearly directed to provide 
an adequate rate of growth of reserves, the prospective inadequacy of 
which is responsible for its being, nor is it told what an adequate rate 
of growth would be. The reader has to conclude that Triffin proposes 
to expand the functions of the IMF and give it a full armory of central 
bank instruments, but that he is unwilling to provide it with an explicit 
statement of policy objective, let alone any specific guides to operations 
policy. 


II. Adequacy of Reserves in the United Kingdom 


The balanced and carefully considered views expressed by the Radcliffe 
Committee® are very suggestive on this point. The Committee does not 
come down on the side of increasing reserves unequivocally or as a grave 
matter of overriding priority. Its views are contained in a number of 
separate observations, of which the most important are indicated here. 
The world total] of international reserves is scarce—certainly no more 
than barely adequate—but it should not be augmented by an increase 
in the price of gold. The resources of the Fund should be augmented 
and its scale of activities enlarged.*’ It is impossible to “to disentangle 
the problem of international liquidity from the problem of international 
balance. . . . So long as no one country is a large and persistent debtor or 
creditor, a succession of deficits and surpluses can be handled with 
remarkably small liquid reserves.”®* These remarks, in addition to those 


5 International Monetary Cooperation, 1945-60 (London, 5th ed., 1960), p 


— on the Working of the Monetary System, Report (C ‘mand. Ate —_— 


56 Tbid., pars. 672-75. 
87 Tbid., pars. 675-78. ° 
8 Ibid., par. 680. 
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bearing on the responsibilities of the United Kingdom to provide liquidity 
for, and capital exports to, the sterling area, provide the context for 
evaluating the following two most important paragraphs bearing on the 
desirable level of reserves: 


662. We regard the right course of action as one calculated to add to 
reserves or reduce liabilities out of a current surplus sufficiently large to leave 
room also for long-term investment abroad. We do not suggest that the 
improvement in reserves and liabilities should be brought about precipitately. 
Repayment of sterling balances, so far as they constitute the central reserves 
of other countries or the working balances of overseas commercial banks, 
would tend to reduce the liquidity of overseas monetary systems. If sterling 
outgoings were restricted in order to force these countries to draw on their 
sterling resources, some of them might be faced with a sterling shortage and a 
general contraction of activity would be precipitated in a group of countries 
which includes some of the United Kingdom’s principal export markets. The 
same kind of situation might arise in other markets if the United Kingdom 
tried to restrict imports in order to add to the reserves. Quite apart from the 
fact that such action would be inappropriate in a period of trade recession, 
efforts by the United Kingdom to improve her own liquidity are bound to 
reduce the liquidity of other countries and aggravate any shortage of inter- 
national liquidity. We should therefore refrain from seizing too eagerly on 
the opportunity of extinguishing short-term debts as a means of strengthening, 
if only temporarily, the pound sterling. 


663. So long as there is no special danger of a general shortage of inter- 
national liquidity, an increase in reserves should, in our view, have priority. 
No doubt the United Kingdom has not much freedom of choice as to whether 
to strengthen her position by increasing reserves or reducing liabilities; the 
decision is largely governed by the willingness of other countries to hold 
sterling. An increase in reserves, however, marks more unambiguously than a 


decline in sterling balances a strengthening of the position of sterling and 
would be so interpreted by financial opinion. If the decline were in the balances 
of sterling countries it would do little to reinforce the liquidity of the sterling 
area as a whole, although it would improve the position of the United Kingdom. 
What the United Kingdom can do to add to her reserves depends, however, 
on the state of international liquidity, and this also has a direct bearing on 
the reserves which she requires. 





A Brief for the Defense 


Robert Triffin 


HAVE HAD already occasion to answer reasonably fully Mr. Altman’s 

objections to my views.! I may, therefore, confine myself here to a very 
brief summary of our main points of disagreement. The three pages 
granted me for a reply will be more than ample for this purpose, and | 
deeply appreciate the courtesy of the editor in extending, for the first 
time, such an invitation to an outsider. 

The main issue is not whether admittedly crude forecasts of future 
reserve deficiency are “unproven” or even “incorrect, at least for 
the next five or ten years” (paragraph 72). As to this too —to quote 
Mr. Altman—opinions may differ, and do indeed, as to whether it is 
wise to refuse to look five or ten years ahead, as he seems to argue in 
his concluding paragraphs. 

The main issue is whether the creation—or destruction—of the 
international monetary liquidity indispensable to the smooth functioning 
of our international monetary system should be left to such wild gambles 
as it has been left, with disastrous results, over the past ten years, or 
even over the past half century: 


1. Net production of monetary gold from western sources (33 per cent of 
total reserve increases, over the decade of the 1950's); 


2. Russian gold sales in western markets (9 per cent over the same decade, but 
more than 35 per cent over the three years 1957-59), whose sudden cessation 


last summer certainly helped bring about the London gold panic of last 
October; 


. The settlement of U.S. and U.K. deficits through dollar and sterling 
IOU’s accumulated as reserves by central banks (increases in these and 
other foreign exchange holdings accounted for nearly 60 per cent of the 
reserve increases over the decade of the 1950’s, but with enormous swings 


up and down, reflecting primarily the fluctuations in the U.S. balance of 
payments)? 


The utter absurdity of such a “system”—if we can call it that— 
would, in comparison, lead me to prefer even the “‘mechanistic”’ 3 per cent 
annual increase in world reserves which Mr. Altman bizarrely, but 


1“Altman on Triffin: A Rebuttal,’’ Quarterly Review (Banca Nazionale del Lavoro), 
March 1961, and reproduced in the Hearings Before the Joint Economic Com- 
mittee of the Congress of the United States (86th Congress, Second Session, December 7 
and 8, 1960), pp. 208-17. 

2 As for the “stabilizing” operations of the IMF over that period, they consisted 
nearly exclusively of dollar loans, thus aggravating further the over-all deficits of a 
country which was losing reserves on a scale unprecedented in world history. Drawings 
of surplus countries’ currencies remained practically insignificant until very recently. 
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obstinately, persists both in reading into my proposals (paragraphs 31, ° 
35, 42, 63, etc.) and in admitting that I never advocated it (Appendix I). 
I certainly would never have dreamed of applying it to such a short 
and abnormal period (1957-59) as that retained in his elaborate example 
(paragraphs 53-65), and in which reserve estimates were dominated 
and distorted by the Suez crisis, the writing off of $1.4 billion of EPU 
balances, the 50 per cent increase in capital subscriptions to the IMF, 
and large transfers of reserves from central banks to private banks 
following the restoration of convertibility. Using Mr. Altman’s own 
figures in his Table 4, but correcting them for the impact of this reshuffle 
in countries’ reserves, one will find that these increased by about 9.7 
per cent over these three years, i.e., by more than 3 per cent a year, 
rather than the “less than 1 per cent a year” quoted by Mr. Altman 
at the end of his paragraph 57. The increase was even far larger, of 
course (more than 20 per cent over the three years), for countries other 
than the United States. 

Mr. Altman’s qualms about the long-term growth of Fund claims 
against net debtor countries (paragraphs 43 through 47) are, to my mind, 
the most solid argument in his paper. Yet, it is precisely the role of any 
banking system to channel loans from net creditors to net debtors, and 
to use relatively short-term liabilities for longer-term lending. 

His estimates, moreover, vastly exaggerate the problem: 

1. They are based on the most extreme and unrealistic assumptions 
conceivable as to members’ preference for sterile gold metal over interest- 
earning, gold-guaranteed Fund deposits, and as to the Fund’s desire to 
liquidate at the maximum permissible pace its dollar and sterling 
investments; 

2. They ignore—totally in his table, and with a mere passing nod in 
his text—my suggestions for indirect Fund lending to the less developed 
countries via the International Bank and traditional financial centers; 

3. He conveniently forgets that the key currency countries have long 
assumed similar risks of borrowing short, from dollar and sterling holders, 
and lending long to net debtor countries. My proposals would transfer 
this function to the Fund in part, and in part diffuse it among a larger 
number of financial centers, but under conditions which would greatly 
decrease the risks of sudden conversions of the short-term claims of the 
ultimate creditors, either from one currency into another, or into gold 

metal. 

There is much more that would need be said on this, but space 
does not permit it here. May I refer the reader to an excellent paper by 
Alexandre Lamfalussy, “La Liquidité du Systeme Montéaire Interna- 
tional,” presented to the Société Royale d’Economie Politique de 
Belgique at a special colloquium, on April 22, 1961? 
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Mr. Altman’s vehement objection against exchange rate guarantees 
on central banks’ dollar and sterling holdings are, of course, an argument 
in favor of letting the debtors of these obligations be free to write them 
down at any time through currency devaluation. I fail to see as much 
virtue as he does in such a system. If he is really confident that the 
key currencies will not be devalued, he should regard such guarantees 
as costless, and welcome them as an adjunct to confidence in the system 
and a means to discourage destabilizing flights from one key currency 
into another or into gold. His objections to the potential cost of such 
guarantees cannot but imply an expectation that the key currencies 
may in fact be devalued. But in this case, how can he feel confident that 
other countries will blandly continue to invest more than half of their 
international reserves in such exchange-risky assets? And, if they do 
not, how will he ward off the consequences upon the international 
monetary system and the key currencies themselves of those massive 
conversions into gold which scare him so much—and far less justifiably 
—with regard to the gold-guaranteed XIMF deposits? 

Mr. Altman, himself, exorcises expertly in the last sentence of his 
paragraph 39 this bogy of excessive gold demands upon the XIMF, 
conjured up earlier in the same paragraph. He resurrects it, however, a 
few paragraphs later (44 and 50) on the basis of assumptions which he— 
as well as I—used for illustration but agreed to be totally unrealistic. 

The confusion between (a) convertibility into any and all currencies 
needed for international settlement and (b) convertibility into gold 
hoards continues to lurk throughout his paper, and he sees no escape 
from a gold shortage except in either a “100 per cent gold reserve” 
system or complete inconvertibility into gold (paragraph 51). I leave it 
to him to reconcile this extreme pessimism with the facts of history, 
both with respect to the present functioning of the gold exchange 
standard—certainly far more vulnerable in this regard than the XIMF 
—and to the operation of national monetary systems under the old, 
nineteenth century gold standard. 

Lack of space—and time—prevents me from delving further here 
into the formidable array of variegated objections spread throughout 
the 73 paragraphs of Mr. Altman’s prosecution brief. Most of them 
could be applied, with equal or greater force, to the system which he 
wishes to maintain. I remain, however, deeply grateful to Mr. Altman 
for his searching criticism of my views. If it has not led me to abandon 
them, it has contributed to my understanding of the obstacles—psycho- 
logical as well as other—to be surmounted, and of various ways in which 
my proposals could be amended in the course of the exploration and 


negotiations now under way regarding future reforms in the IMF struc- 
ture and policies. 





An Exchange-Market Analysis of the 
U. 8. Balance of Payments 


Walter R. Gardner* 


INANCIAL WRITERS in the press, taking their cue from the 
government publications, are prone to speak of the balance of 
payments deficit as a simple case of the United States spending abroad 
more than it receives. They explain that the out-payments have exceeded 
the in-payments. And the man in the street nods his head. He knows 
what that is. But does he know how completely arbitrary and incon- 
sistent is the concept of payments that must be used to arrive by this 
route at the official measure of the U.S. deficit? Let me give some 
examples. If a foreigner buys a U.S. product, his payment is, of course, 
recorded as such; but if he buys a U.S. security from a holder in the 
United States, the payment may or may not be so recorded. It all 
depends on what security he buys. If he buys the bond of a private 
company, the transaction is recognized as a payment, but not if he buys 
its short-term note. In the latter case, his payment is not a payment. If a 
US. resident buys a short-term note abroad, however, his payment is 
recognized as such. So also is his purchase of a foreign Treasury bond. 
But the foreigner’s payment for a U.S. Treasury bond is not a payment 
even though his purchase of any other type of bond is. Similarly, the 
US. resident’s acquisition of a deposit abroad is recorded as a payment; 
but a foreigner’s acquisition of a deposit in the United States is not. It 
is obvious that this payments language is not what the man in the street 
thinks it is. Whether a payment is treated as such, or is recorded as not 
a payment, has nothing to do with whether a payment has in fact been 
made. It is treated as a payment or not a payment according to some 
quite different concept, which we shall come to after I have presented 
what might be termed the ‘“‘exchange-market”’ approach to the balance 
of payments and am in a position to compare the official concept with it.! 
As a matter of fact, an economist should know right at the start that 
there cannot be any difference between out-payments and in-payments 
in the balance of payments as a whole. It is a double-entry system of 
* On December 5, 1960, Mr. Gardner, Deputy-Director of the Research and Statistics 
Department, talked to a Harvard University seminar that was devoting the semester 
to study of the U.S. balance of payments problem. His talk represents his personal 
views and is reproduced here substantially as he gave it. The style of an oral presentation 


been generally preserved. The tables, which in December ran only through Septem- 
ber 30, 1960, now cover the entire year. 


1See page 202, below. 
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accounting, and credits and debits (or payments received and made) 
must come out exactly in balance in the over-all statement. When we 
speak of surplus or deficit, we must be referring to a portion only of the 
balance of payments. We can have a trade surplus or deficit. We can 
have a similar gap in goods and services; or in the goods, services, and 
international transfers that make up the current account. A deficit in 
the current account must always be matched by a surplus in the capital 
account, and vice versa. All these accounts have their significance for 
different purposes; but when we speak of the surplus or deficit that moves 
the exchange rate of a country around and forces the monetary authori- 
ties to take financial action to keep it within the support points, we are 
talking of something much broader. We are talking of the miscellany of 
merchandise, service, and capital transactions undertaken because of 
the profit to be made or because of political or other ends that are 
sought for reasons of their own. If this great aggregate of what might 
be termed autonomous transactions does not balance out, the exchange 
rate of the country will be pushed up or down, and the authorities must 
supply whatever compensatory financing is required to keep the rate 
from moving outside the support points.2 Thus we have autonomous 
transactions above the line matched by compensatory financing below 
the line. The compensatory financing may take the form of a movement 
of reserves, or a drawing on the International Monetary Fund (IMF), or 
the use of ad hoc loans or other financing for the purpose. It is only as 
we draw a line of this sort and group above it the autonomous transac- 
tions, and group below it the compensatory financing that comes into 
play only because the autonomous transactions fail to balance, that we 
see what it is that is pushing the country’s international exchange rate 
up or down and creating an exchange-market problem. 

Table 1 shows how the U.S. balance of payments looks when divided 
between autonomous transactions and compensatory financing. This 
highly simplified version of the balance of payments covers the 
last four years—the years in which the exchange-market deficit has 
assumed serious proportions. This deficit is shown in line F.* After a 
substantial surplus in 1957, there was a deficit of $3.0 billion in 1958, 
which declined to $2.7 billion in 1959 and declined further in the first 
half of 1960. But in the latter half of 1960, the deficil increased again 
as open-market capital flowed out. Compare with this series of figures 


2 The support points may be specifically stated (e.g., $2.78 and $2.82 for sterling) or 
they may be, as in the U.S. case, merely the gold points resulting from the practice of 
the U.S. Treasury of freely buying and selling gold at fixed prices. 

* The term “exchange-market balance” used for item F is short for “autonomous 
exchange-market balance.” It seems hardly necessary to retain the long and formalistic 
word “autonomous” since the content of the item is clearly stated (i.e., items D + E), 
and it is immediately followed by the compensatory financing which offsets it. 
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TaBLE 1. ANatytic BALANCE oF PAYMENTS OF THE UNITED States, 1957-60! 
(Summary form of Appendiz Table 2; in billions of U.S. dollars) 








A. Market Goods and Services 4 5.2 4 6.4 
B. Direct Investment k 5 3 —16 
C. Noncommercial Transactions 6 —6.2 .8 —6.1 


D. Basic Balance (A through C) ‘ 6 —1.3 
E. Open-Market Capital ‘ 9 —2.4 


F. Exchange-Market Balance (D + E) k i 7 —3. 
G. Compensatory Financing 
1. US. loans” 4 0 


2 IMF eller , ke 0. 
3. Other Sfficial doll dollar assets : . 1. 
4. Gold z 1 


Total Item G A { 3 3.7 


For comparison with Item G above . 
Department of Commerce balancing item M 4 3.8 z 2.4 





1 For a detailed explanation of the items, see pages 206-08: Table 2, with its accompanying notes, and 


the deficit as shown by the U.S. Department of Commerce. For this 
purpose, the signs of the Department’s balancing item as recorded in 
the last line of the table must be reversed. It is immediately evident 
that, compared with the exchange-market approach, these Department 
of Commerce figures substantially understate the surplus in 1957 and 
overstate the ensuing deficit through the middle of 1960. For the last 
half of 1960, however, they fall short of the full deficit by $500 million. 
They indicate that the exchange crisis in the second half of 1960 was 
produced by a $1.0 billion increase in adverse pressures on the exchange 
market, instead of by the $2.1 billion increase shown in line F of Table 1. 
The exact nature of the difference will be clearer when we examine the 
US. concept of deficit in more detail later on; but first let us look at the 
analytic categories “above the line” in the table. 

The first line in the table shows a category called “market goods and 
services.” These are the goods and services that private residents of 
the United States are buying and selling in world markets. The transac- 
tions occur in response to profit opportunities, and the monetary 
authorities can influence them by altering markets and cost levels. 
Observe that the net balance of these transactions has changed con- 
siderably from year to year, although it has always been positive. 
Monetary policy acts with less immediate force on the direct investment 
recorded in line B. Investment of this sort by parent concerns in their 
branches or subsidiaries abroad is largely governed by long-term profit 
objectives and responds more slowly to cyclical changes, though it is 
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undoubtedly influenced by them. By way of contrast, the transactions 
gathered together under the designation “noncommercial transactions” 
in line C have nothing to do with markets and profit opportunities, 
They represent private transfers, military expenditures abroad, govern- 
ment aid to foreign countries, and the contractual interest received on 
the loans involved. They are mainly the fruit of political necessities, 
Governments may act on them for balance-of-payments reasons—in 
fact the President’s balance-of-payments directive‘ was aimed primarily 
at line C; but the action is political and on a wholly different plane from 
that of monetary policy. Since 1957, this stable group of noncommercial 
transactions has produced a net debit of about $6 billion a year—more 
than enough to absorb the entire net return on market goods and 
services until the last quarter of 1960.5 When the outflow of U.S. direct 
investment is combined with it, the negative balance is even larger. 
{I have called the total of these transactions in line D the “basic 
balance” because they include most of the fundamental and persistent 
elements in the balance of payments. It is mainly these elements that 
monetary, fiscal, and political policy must manage to keep in adjustment 
over the years. The term “basic” is not intended to suggest that all the 
elements that make up this item are stable and lasting in character. As I 
emphasize later on, divergent phases of the business cycle in the United 
States and abroad may swell or contract the basic balance; and, of 
course, special factors, which may not last more than a year or two, also 
affect it. Moreover, at any given time, trend factors may be at work so 
that the balance in the years ahead will differ from this year’s magnitude. 
One cannot conclude from the fact that it is in equilibrium at the 
moment that the equilibrium will necessarily last. All the factors at 
play in the balance must be analyzed before any forecast can be hazarded. 
What is meant here by referring to it as a “‘basic balance” is merely that 
it is in this area that monetary, fiscal, and political policies must effect 
the basic readjustments required to keep the exchange-market balance 
broadly in equilibrium over the business cycle as a whole. 

Perhaps the most interesting item in the table is “open-market 
capital” in line E. It combines items which the Department of Com- 
merce scatters among several different accounts, including the account 
that finances the balance of payments deficit. As can be seen from 
Table 2, I have gathered here all those forms of capital movement that 
can easily shift from market to market—a sort of footloose capital. 
Government loans abroad, included in item C2 of Table 2, are obviously 
not of this character. Nor is direct investment in line B, because the 

4 The reference is to President Eisenhower’s directive of November 16, 1960. 


5 In the last quarter of 1960, these two items combined developed a surplus that was 
greater than the deficit for the first nine months. 
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parent concern is committed to its subsidiary by ties that cannot easily 
be broken. And compensatory financing in line G is not in response to 
market profitability at all; it comes into being solely because the 
autonomous transactions above the line do not balance. But portfolio 
investments in stocks and bonds can easily be liquidated on organized 
exchanges and their proceeds shifted from market to market according 
to where the chance for profit seems greatest. And private short-term 
dollar balances of foreigners, or U.S. balances in foreign countries, can be 
moved in whatever direction the best return is to be found. Finally, on 
the assumption that the fluctuations in net errors in the balance of pay- 
ments computations largely reflect types of capital movement that escape 
the reporting system, I have included them also in open-market capital. 
It is possible that among net errors and omissions there is a relatively 
stable net credit of as much as half a billion dollars which reflects 
unreported service receipts, but the substantial fluctuations in net errors 
must largely reflect unreported capital.® 

I am not suggesting that open-market capital is 100 per cent volatile. 
Many marketable securities are stowed away in safe deposit boxes 
where they may lie forgotten for extended periods while the market rises 
and falls. And a large part of the short-term funds may represent working 
balances which will be kept where they are irrespective of whether 
interest rates rise or fall. If it were not for holdings of this character, 
open-market funds would slosh from market to market like tidal waves 
in response to modest differentials. As it is, only marginal amounts 
move. The fact, however, that a marketable security or a short-term 
balance does not instantly move does not make it any the less an asset 
that could do so at any time. I, therefore, treat all open-market capital 
as potentially mobile even though only marginal movements occur in 
response to moderate inducements. The behavior of this group as a 
whole bears out the expectation that the wide swings back and forth 
will be found here, the extent of the swing depending on the strength 
of the inducement. 

In 1957, and particularly in 1959, when money rates were relatively 
high in the United States, the flow of open-market capital, as shown in 
line E, was inward. In the recessions of 1954 and 1958, when the U.S. 
money market eased, such capital flowed outward;’ and in the summer 
of 1960, with the money market again easing in the United States and 

6 If half a billion dollars of net credits were shifted each year from item E3 in Table 2 
toitem A4, the plus entries in item E (open-market capital) would be reduced, and the 
minus entries enlarged, but no signs would be altered and the changes in the flow from 
— to year would remain unaffected. The shift of credits to item A4 would, of course, 

ve @ corresponding effect on the level of items A and D (basic balance); but the 
exchange-market balance in item F would remain the same because of the offsetting 


change in the level of item E. 
7 The outflow of open-market capital in 1954 (not shown in the table) was $1.4 billion. 
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tightening abroad, there was a further sharp outflow. In fact, the story 
of 1960 is essentially one of a striking improvement in the basic balance 
overborne by a drastic reversal in the open-market capital flow. The 
outflow of open-market capital in the second half of 1960 amounted to 
$2.6 billion despite the fact that the deficit in basic transactions had 
been reduced to $0.3 billion.® 

If we could trust the improvement in the basic balance to continue, 
this would be a classic case for taking no other action than to use reserves 
freely in financing the outflow of open-market capital. The whole history 
of this item E would indicate that the outflow was a temporary phenome- 
non. In part, it reflects merely the present phase of the cycle, which has 
led to easy money in the United States at a time when capital markets 
abroad have been generally firm. The decline on the U.S. stock market 
may also have been a factor. And in part it undoubtedly reflects some 
loss of confidence in the dollar. But the cyclical phase of slowdown in 
the United States and boom in major countries abroad will pass. With 
it will go the wide differential in money-market levels. And why should 
a lack of confidence in the dollar persist if the basic balance is securely 
established? If that is the case, time will increasingly demonstrate the 
foolishness of the fears that were aroused. Thus, on the assumption that 
the basic international transactions of the United States are securely in 
balance, nothing more is required than to finance without excitement a 
temporary deficit that will automatically disappear. U.S. gold stocks 
are ample for the purpose. 

But can we safely assume that a sound basic balance is here to stay? 
There are powerful reasons for believing that that point has not yet been 
reached. The same divergent cyclical movement that has turned the 
inflow of open-market capital into an outflow is undoubtedly responsible 
for a large measure of the improvement in the basic balance itself. 
U.S. exports have been stimulated by poor domestic markets and strong 
markets abroad, and imports have been checked by the slowing down 
in the United States. Just how great the impact has been is hard to 
judge, for previous periods are rendered almost useless as precedents 
by abnormalities such as the aftermath of the Suez crisis, the prevalence 
of rigid trade controls, or other special factors. It seems probable, 
however, that much of the improvement of $4 billion in the basic 
balance in the second half of 1960, compared with 1959, reflects the 
divergent cyclical impact. If this is the case, one must reckon with a 
possible adverse influence of several billion dollars on the basic balance 
as recovery from the present slowdown gathers force. 

8 If the adjustment indicated in footnote 6 were made, basic transactions in the 


second half of 1960 would be close to balance, and the figures for open-market capital 
outflow would be larger. 
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This is not to say that full recovery in the United States must inevi- 
tably create a deficit of several billion dollars in the basic balance. In 
the first place, an adverse influence of this magnitude would probably 
develop only if there was a simultaneous recessionary tendency abroad. 
In the second place, I have not attributed the whole of the 1960 improve- 
ment in the basic balance to the cyclical factor. There has undoubtedly 
been a trend improvement as well. If this can be kept going, it may well 
offset over the next few years the adverse influence on the U.S. balance 
of payments of a full recovery in the U.S. economy. Needless to say, 
such a recovery is a highly desirable goal in itself. The problem is to 
achieve it on a basis of declining costs that will make U.S. industry 
strongly competitive in world markets. 

In theory, the sort of measures that would achieve this goal are not 
too difficult to visualize. Fiscal and credit policy might be aimed at 
holding the increase in wages and other factor incomes below the annual 
increase in national productivity. This would involve no decrease in 
money wages; but it would permit a moderate reduction in U.S. prices 
while boom conditions abroad were pushing costs higher in Germany 
and Japan and other industrial countries. Both lower relative money 
incomes in the United States and more competitive prices would tend 
to increase the export surplus. This is the normal way of strengthening 
the basic balance of payments. 

There may be, however, a major threat to the continuance of such a 
policy. It lies in the unemployment created by monopolistic or semi- 
monopolistic action on the part of business and of trade unions in the 
U.S. market. When the monetary authorities aim at maintaining a final 
demand sufficient to clear full-employment output at a stable over-all 
level of prices, the forcing up of prices by monopolistic action—either 
directly or through raising money wages faster than national produc- 
tivity—will inevitably price goods and labor out of the market. The 
failure of the post-1958 recovery to reabsorb the abnormal segment of 
unemployed labor and plant into the productive process, despite a 
gradually rising level of prices, and the frequent experience of reduced 
net income even where the volume of sales was increased, suggest that 
a cost-hurdle may have been created which can be cleared only if prices 
rise more sharply. And if full absorption of the unemployed is sought 
solely by fiscal and credit measures that increase demand, the cost- 
hurdle may be raised again and again. A more rapid rise in costs and 
prices in the United States than in other major industrial countries will 
worsen the basic balance in its international transactions. As I have 
already noted, the near balance that was achieved in the summer of 
1960 is precarious and will be affected adversely by recovery in the 
United States, particularly if it is accompanied at that time by a slowing 
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down abroad. Therefore, the United States must further strengthen its 
competitive position, and this means controlling any threat of a cost- 
push that may be shaping. 

Obviously, the problem of maintaining a basic balance will be eased 
to the extent that the official program achieves a relaxation of the 
barriers that are still in effect against U.S. exports and, also, to the extent 
that the outflow in the “political category” (item C) can be curtailed, 
But it would be unsafe to count too much on such efforts. While they 
are well worth making, the gains are likely to be gradual; meanwhile, 
the pressures are building up for increased foreign aid, and for a stronger 
military posture abroad, on a scale that may easily offset them. 

This then is the sort of story that can be told on the basis of the 
presentation in Table 1. Each category of that table is designed to 
facilitate analysis. Now I should like to revert briefly again to the 
official measure of deficit that I questioned at the outset. I then poked 
a bit of fun at the misleading net payments language as used by the 
financial writers; but I put off discussing just what the official measure 
was and what seemed to be the real philosophy behind it. For that 
purpose, we may take the figures in Table 1 for 1959. For that year, 
line F shows a deficit of $2.7 billion. The official U.S. figure is $3.8 billion, 

The explanation of this U.S. figure can best be given in terms of the 
financing of the deficit, i.e., item G in Table 2 and the balancing item 
(shown in the bottom line) as published by the Department of Com- 
merce. My items G2, 3, and 4 are included in the Commerce balancing 
item. The difference between the two treatments lies in the fact that the 
Department (1) puts into its balancing item below-the-line transactions 
in short-term dollar assets and U.S. Government bonds held by private 
individuals, firms, business corporations, and commercial banks abroad, 
or by international organizations other than the IMF, instead of entering 
all these items as open-market capital movements above the line,® and 
(2) puts compensatory transactions in U.S. loans above the line instead 
of in the balancing item. For example, the Export-Import Bank loan 
to the United Kingdom (item G1), which was used in 1957 for the same 
compensatory purposes as the British drawing on the IMF (item G2), 
is entered above the line in the Department’s statement; and the advance 
repayment of this loan as a result of a British surplus and a U.S. deficit 


® When commercial banks act as agent of the central bank, or de facto in that capacity, 
their transactions should be treated as virtually official and included in compensatory 
financing. In a convertible currency world, however, they are more likely to be in 
business for themselves. Like other transactors in open-market capital (or, for that 
matter, like traders in goods and services), they leave the problem of maintaining the 
exchange rate within the support points to the monetary authorities, whose responsi- 


bility it is. A more detailed discussion of the behavior of these balances is included in 
the Appendix. 
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in 1959, along with other advance repayments, is entered by the Depart- 
ment above the line rather than as part of the balancing item as in my 
table (item G1). 

It is clear that, in its balancing item, the Department of Commerce 
has in view something other than to show the deficit or surplus in 
autonomous transactions and the compensatory financing required to 
cover it in order to hold exchange rates within the support points. This 
different focus appears to be a specially defined “reserve ratio.” It is 
the ratio of gold in the hands of the U.S. monetary authorities to (1) 
foreign short-term assets in the United States plus (2) foreign holdings 
of U.S. Government bonds. All international transactions that affect 
this ratio are entered above the line, and the ratio items themselves are 


entered below the line, irrespective of what their impact is on the 
exchange market. 


The focus on this ratio" appears to reflect a concern over the possible 
withdrawal of liquid foreign assets from the United States should an 
adverse situation develop—one such as, in fact, led to a heavy outflow 
of open-market capital in the second half of 1960. Such concern is 
understandable. But it is clear that the change in this ratio in, say, 1960 
is not a measure of the market pressures that were acting on the dollar 
exchange rate in 1960 and were forcing the monetary authorities into 
compensatory financing during that period. Rather, it is an indication 
| of how future movements of open-market capital may impinge on 
| the U.S. gold supply in the years ahead. And, for this purpose, the ratio 
f chosen seems to embody only a fragment of the potentialities of the 
| open-market movement. It leaves out the $11 billion of foreign-held 

portfolio securities in 1959, most of which are stocks that could be 
liquidated overnight by orders placed with stock exchange brokers. Of 
far greater importance, however, is the liquid U.S. capital that can flow 
abroad as stock markets and interest rates shift or confidence in the 
dollar weakens. The domestic liquid assets of U.S. residents are immense. 
Money, time deposits, savings and loan accounts, and marketable U.S. 
Government securities amount to $500 billion; in addition, there is the 
whole range of private securities for which a ready market exists. And 
extensive borrowing facilities are available. In short, there is virtually 
no limit to the amount of U.S. funds that could flow abroad if the 
inducements were sufficient. The picture that the Department of 
10This U.S. reserve ratio has nothing to do with legal gold liabilities. It includes 
liabilities to foreigners that are not legal liabilities of the monetary authorities at all— 
eg., liabilities of the commercial banks. Moreover, liabilities to individuals, commercial 
, and other business corporations abroad are not payable in gold. Dollars are 
redeemed in gold only for foreign central banks and governments. But an outflow of 


open-market capital (or adverse developments elsewhere in the balance of payments) 
' may shift dollars to central banks abroad, which may then convert them into gold. 
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Commerce balancing item gives of the change in the ratio of reserves to 
certain liabilities is a picture that touches only the fringe of this potential 
problem. The greatest possibilities for mischief lie in the very categories 
that are omitted from the Commerce package." 


The only way in which the United States can successfully keep this 
open-market capital threat from materializing is to continue to work 
toward a sound basic balance—the balance shown in item D of Table 1. 
If it does so, the open-market movement can be trusted to behave. 
There will always be fluctuations as cyclical business movements, and 
the monetary policies associated with them, follow different paths in 
different countries; but these can be handled by compensatory financing. 
Indeed, the prevailing tendency of open-market capital (cyclical move- 
ments aside) may well be inward over the years, since New York is a 
reserve center and security markets in the United States have a strong 
attraction for investors all over the world.'? Most of the U.S. private 
capital flow to less developed countries takes the form of direct invest- 
ment (item B); and, although Europe offers some interesting possibilities 
for portfolio investment, these may not last as Europe’s own savings 
capacity increases and its capital needs slow down. 

I have been talking of the importance of achieving a basic balance in 
U.S. international transactions over the course of the business cycle; 
but I should not want to leave the impression that I regard the US. 
deficits of recent years as something to be deplored. On the contrary, 
from a world standpoint, they have been a constructive development. 


11 While the deficit shown in the 1960 balance of payments should measure exchange- 
market pressures in 1960, which is what the deficit shown in line F of my table does, a 
good case could be made for showing something like the Department of Commerce 
ratio in a memorandum item. The ratio should relate total gold reserves (not just the 
change in the total during 1960) to total readily marketable dollar assets of foreigners. 
These readily marketable dollar assets would include portfolio securities as well as 
short-term dollar assets held by foreigners. Such a ratio would at least indicate the 
potential impact of foreigners’ future withdrawals on the U.S. gold supply. There is no 
accurate way of measuring the potential outflow of U.S. funds in future years, but the 
fact that such an outflow might far exceed the foreign withdrawals could be noted in 
connection with publication of the ratio. 

It may be thought a somewhat paradoxical feature of this ratio approach that it 
registers a U.S. deficit when private foreign funds are attracted to this country and a 
surplus when they are withdrawn—.e., just the opposite of their impact on the exchange 
market. But once it is appreciated that the ratio looks to future years rather than to 
the present year, the paradox is explained; for the inflow of private balances in 1959, 
though it strengthens the dollar exchange rate in that year, creates the possibility of 
withdrawals in the 1960’s; and, when such withdrawals actually occur in 1960, they 
reduce the possible scope of future withdrawals and thus strengthen future balance of 
payments prospects even though they weaken the exchange rate of the dollar in 1960. 

12 This is suggested by the figures for item E over the past decade. It is true that, if 
$500 million is shifted from item E3 to item A4 (see footnote 6), any evidence of an in- 
ward tendency in item E disappears; but in that case the basic balance is improved by 
$500 million. If the shift is not made, the prevailing inflow in item E should be taken into 
account as a separate factor tending to support the basic balance in item D. 
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They have diverted some of the disproportionately large U.S. reserves 
to the rest of the world and have helped to build up independent reserves 
there. They have supplemented gold production with U.S. gold and 
US. dollar balances, thus creating a stronger international situation at 
the very time when the venture into currency convertibility was being 
undertaken. It is essential, however, that the world should not get the 
idea that the United States has lost control over its balance of payments. 
The time has come to demonstrate that it is master in its own house— 
that the potentialities of the cost-push do not pose an insuperable 
problem for monetary policy. Once such a demonstration has been 
convincingly made, there is no reason why, in the future, there might 
not be other periods in which a run of U.S. balance-of-payments deficits 
would serve a constructive end. 


APPENDIX 


Tables 2 and 3 below are designed to explain more fully the content of Table 1. Some 
readers may, in fact, prefer to use Table 2 in place of Table 1. 
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Tasie 2. ANnaLtytic BALANCE oF PayMENTS OF THE UNITED States, 1957-60! 
(In billions of U.S. dollars) 











1957 1958 1959 19607 Half Halt 








A. Market Goods and Services 
1. Exports 


xpo 19.4 163 162 19.4 96 98 
2. Imports —-13.3 —-13.0 —15.3 —14.7 -—7.7 -70 
3. Trade Surplus 61 33 O09 47 19 28 
4. Net Services (excl. item C) 2.5 1.9 1.6 1.7 08 09 
Total item A 86 52 25 64 2.7 37 
B. Direct Investment —2.1 -11 -13 —16 —0.6 10 
C. Noncommercial Transactions (excl. item G) 
1. Military expenditures -3.2 -34 -3.0 -3.0 -15 -15 
2. Government aid abroad —2.28 -26 -24 -28 —-14 -14 
3. Government interest receipts, etc. 0.3% 0.3 0.2 0.3 01 02 
4. Private transfers -05 -05 -06 -06 —0.3 -03 
Total item C —5.6 -6.2 -58 -—6.1 —3.1 -30 
D. Basic Balance (A through C) 0.9 —2.1 -46 -—13 -1.0 -03 
E. Open-Market Capital (excl. item G) 
1. Portfolio securities, etc. -05 -14 -04 -04 -0.1 -03 
2. Short-term 
(a) Asse -03 -03 -O1 —12 —0.2 -10 
(b) Liabilities to _ 
Commercial bauks 0.1 ‘ 1.4 0.1 08 -07 
ii) Other 0.6 0.4 0.2 ‘4 -0.1 01 
3. Net errors 0.8 0.4 08 -0.9 -0.2 -07 
Total item E 07 -0.9 19 —24 0.2 —26 
F. Exchange-Market Balance (D + E) 16 -30 -—-2.7 -—3.7 —-08 -29 
G. Compensatory Financin 
1. US. sen ? —0.4 0 0.4 0 0 
2. IMF dollar assets —-0.4 4 0.3 0.7 0. 05 
3. Other official dollar assets 4 0.7 0.9 1.3 05 08 
4. Gold —-0.8 2.3 11 17 
Total item G —-16 3.0 2.7 3.7 08 29 
For comparison with Item G abow 
Department of Commerce balancing item — 05 3.5 3.8 3.8 14 24 





ae detailed statement of the content ot most items ix this table, see General Note below. 
iminary i 

3 Under the lo-American Financia] Agreement as amended, the United Kingdom borrowed $122 million 
in 1957 (item G1), paid $73 million of interest (item C3), and repaid $49 million of principal (item C2). 
These amounts are not entered in the U.S. balance of payments statistics. 

4 Less than $50 million. 


GENERAL Notes To TABLE 2 


Market Goods and Services (item A) exclude military aid exports (in 1959 military 
aid amounted to $2.0 billion). The government transfers involved in military aid are 
likewise excluded from item C2. Other tied financing, and the goods and services tied 
to it in such a way as to create a noncommercial package, cannot readily be excluded. 
It might be possible and desirable, however, to record all government aid, including 
military, in item C2 and to begin the subitems under item C with a new entry, “special 
aid exports,” under which there would be two subitems, (a) “military” and (b) “agricul- 
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tural surplus disposal.” These exports of goods and services would not be included in 
“market goods and services.” At present, only military aid exports are excluded from 
item A. But items C1 and C3 include nonaid goods and services of a nonmarket char- 
acter, which also are not part of item A. Reinvested earnings on direct investments are 
omitted since they are not available for periods shorter than a year. See next item. 


Direct Investment (item B) is that of U.S. residents only. For foreign direct investment 
in the United States, see “portfolio securities” (item E1). The data do not include rein- 
vested earnings. This omission offsets the omission under services above (see itemfA). 


Government Aid Abroad (item C2) includes noncompensatory loans of the Export- 
Import Bank of Washington ($0.3 billion in 1959) and other nonmilitary noncom- 
pensatory loans, balances, and grants of the U.S. Government in connection with 
Mutual Security, agricultural surplus disposal, etc. Repayments of loans are an offset 
to total aid. Military aid is excluded (see note on item A). 


Government Interest Receipts, etc. (item C3) include interest received on U.S. Govern- 
ment loans and net receipts on other government transactions involving embassies, 
pensions, etc. For convenience, the small receipts of U.S. military agencies are also 
included here. 


Private Transfers (item C4) include immigrant remittances, charitable gifts, and 
other private transactions involving no quid pro quo. 


Portfolio Securities, etc. (item E1) include some loans and other long-term claims. They 
further include a small amount of foreign direct investment in the United States, which 
conceptually belongs in item B, but which is somewhat difficult to separate out in the 
statistics. 


Short-Term Liabilities to Commercial Banks (item E2bi) include some U.S. Government 
securities with a maturity of more than one year. 


Short-Term Liabilities to Other (item E2bii) include liabilities to international organiza- 
tions other than the International Monetary Fund, the Bank for International Settle- 
ments, and the European Payments Union/European Fund, as well as liabilities to 
business corporations, firms, and individuals. Holdings by international organizations 
of U.S. Government securities with a maturity of more than one year are included. 


U.S. Loans (item G1): In 1957, the United Kingdom drew $250 million of com- 
pensatory financing in the form of a loan from the Export-Import Bank; and the U.S. 
statistics do not enter $122 million of compensatory financing borrowed net under the 
Anglo-American Financial Agreement of 1946 as revised in 1957. In 1959, compensatory 
financing in the form of advance repayments by the United Kingdom, Germany, 
France, and Mexico on U.S. Government loans amounted to $435 million. 


IMF Dollar Assets (item G2) include (as a debit of $1,375 million) the U.S. subscrip- 
tion to the International Monetary Fund in June 1959. The gold counterpart of this 
subscription ($344 million) is entered as a credit in item G4, and the dollar balance 
counterpart ($1,031 million) as a credit in item G2, thus making the net entry in item 
G2 from this transaction a debit of $344 million. 


Other Official Dollar Assets (item G3) represent short-term liabilities to foreign central 
banks and governments (including the Bank for International Settlements and the 
European Payments Union/European Fund) as well as their holdings of U.S. Govern- 
ment securities with a maturity of more than one year. 





Department of Co rce Balancing Item equals the sum of items E2b, G2, G3, and G4. 
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TasLeE 3. Derivation or TABLE 2 From THE U.S. BALANCE or PayMENtTs Dara 
as PUBLISHED BY THE U.S. DEPARTMENT oF COMMERCE 








; Data for 1959 Derived from 
Item in Table 2 (million U.S. dollars) Following Items! 
A. Market Goods and Services 
1. Exports 16,225 4 
2. Imports —15,315 14 
3. Trade Surplus 910 
4. Net Services (excl. item C) 1,619 5,6,7,10,11,15, 
: ———- 16,17,20,21 
Total item A 2,529 
B. Direct Investment —1,310 32 
C. Noncommercial Transactions (excl. item G) 
1. Military expenditures —3,090 19 
2. Government aid abroad —2,416 28, 38*, 39*, 40 
3. Government interest receipts, etc. 249 8, 9, 12, 18, 29 
4. Private transfers —563 26 
Total item C —5,820 
D. Basic Balance (A through C) —4,601 
E. Open-Market Capital (excl. item G) 
1. Portfolio securities, etc. —354 33, 34, 35, 42 
2. Short-term 
a) Assets —89 36 
(b) Liabilities to 
(i) Commercial banks 1,359 43*, 44* 
(ii) Other 246 43*, 44*, 45 
3. Net errors 783 48 
Total item E 1,945 
F. Exchange-Market Balance (D + E) —2,656 
G. Compensatory Financing 
1. U.S. loans 4352 38*, 39* 
2. IMF dollar assets 2612 38*, 44* 
3. Other official dollar assets 8852 43*, 44* 
4. Gold 1,075 46 
Total item G 2,656 
For comparison with item G above 
Department of Commerce balancing item 3,826? 38*,43,44,45,46 





1 Numbers refer to lines in U.S. Department of Commerce, Survey of Current Business, June 1960, Table 3, 


pp. 14-15. 
2 For details of these items, see General Notes to Table 2. 
* Part of item, i.e., the Commerce item is divided among several items in Table 2. 


Note on the Behavior of Commercial Bank Balances 


As is noted in the text, three factors account for the difference between item G 
(compensatory financing) and the balancing item of the Department of Commerce 
statement. They are as follows: (1) compensatory U.S. loans—item G1; (2) com- 
mercial bank balances—item E2bi; and (8) other private balances—item E2bii. It 
seems quite evident that the private balances of individuals or businesses other than 
banks—item (3) above—are moved about solely to serve the purposes of the owners 
(i.e., for profit, convenience, etc.), rather than for the purpose of holding the country’s 
exchange rates within the official support points. From the standpoint of exchange- 
market analysis, they belong where I have placed them, in open-market capital “above 
the line.” It seems equally clear that compensatory U.S. loans (item G1) belong “below 
the line” where I have put them, although the question whether loans or repayments 
are compensatory may not be entirely clear in every case, and hence, for statistical pre- 
cision in the standard table, all compensatory loans might be left in government aid 
abroad (item C2), but noted separately in a memorandum item attached to the table. 
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Ordinarily, however it is not in these two categories that the major statistical differ- 
ences with the Department’s balancing item occur. The striking statistical difference 
comes from the treatment of commercial bank balances. These have been characterized 
by swings of substantial magnitude. The question whether the swings reflect the market 
inducements that play upon other types of open-market capital, or whether they are in 
practice only an extension of the compensatory financing of the monetary authorities, is 
therefore, of special importance. 

In the early postwar period, when full-fledged exchange controls were in operation 
in most countries and commercial banks handled their foreign assets in accordance with 
the instructions of the central bank or the treasury, there were strong grounds for 
assuming that movements in commercial bank balances were part of the compensatory 
financing operations of the monetary authorities. In more recent years, as exchange 
controls have been dismantled in the industrial countries and the commercial banks 
have been free to acquire balances at their own discretion and to seek the best returns, 
the presumption has shifted. One would now suppose a priori that commercial bank 
balances would behave like other forms of open-market capital. This presumption is 
tested in Table 4, where commercial bank balances (item E2bi) are shown separately 
from the remaining open-market capital items and are placed side by side with official 
balances (item G3), which, in turn, are shown separately from the other compensatory 
financing items. This enables one to see at a glance whether, in recent years, movements 
in commercial bank balances have been similar to the movement of other open-market 
capital or to the movement of official balances. 


TasLe 4. Group BeHavior or ComMMERCIAL BANK AND OFFICIAL BALANCES 
IN THE UNITED STATES 


(Data from Table 2, in billions of dollars‘) 





Item E: Open-Market Capital Movements Item G: Compensatory Financing 











El, E2a, E2bi: Commercial G3: Official 
E2bii, and E3 bank balances balances G1, G2, and G4 

1957 0.6 0.1 2 —1.5 
1958 —-0.9 3 0.7 2.3 
1959 0.6 1.4 0.9 1.8 
1960 —2.6 0.1 1.3 2.4 
Second half of 1960 —2.0 —0.7 0.8 2.1 

1Some minor differences are due to rounding. 

4 Less than $50 million. 


In the first two years recorded in the table, commercial bank balances showed little 
volatility. Money-market rates were relatively firm in the United States in 1957, and 
open-market capital movements were inward; but the inflow of commercial bank 
balances was small. Official balances remained virtually unchanged; they would nor- 
mally have been drawn down in that year since the rest of the world was in deficit with 
the United States, but this deficit was covered by other forms of compensatory financing. 

In 1958, money-market conditions were reversed and so was the flow of open-market 
capital. It turned outward. But the only response of commercial bank funds was that 
the small inflow of 1957 ceased altogether in 1958. Official balances, on the other hand, 
increased substantially because in 1958 the rest of the world developed a large surplus 
with the United States. In inh, this surplus continued and official balances continued 
to grow at about the same rate. Their movement reflected the continuing surplus with 
the United States rather than the shift from ease to extreme firmness in the New York 
money market. The money-market reversal, however, found full reflection in the 
behavior of the commercial banks, which were now operating under conditions of 
well-established convertibility and greater freedom to respond to profit opportunities. 
The inducement was particularly strong because the tightening of the New York 
money market was accompanied by an easing in most of the major money markets of 
Europe. The change in the movement of private funds, compared with the previous 
year, was $1.4 billion for the commercial banks and $1.5 billion for other forms of 
open-market capital. 
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As 1960 progressed, the relationship between the New York money market and 
major centers abroad again underwent a sharp reversal. The gap was at its maximum 
during the second half year. If we look first at the year as a whole, we see that the 
massive inflow of commercial bank funds that had characterized 1959 melted away 
almost to nothing, while official balances rose by an unprecedented amount because of 
the enlarged surplus of the rest of the world with the United States. Developments in 
the second half of 1960 were even more dramatic. During this period of crisis, some 
$700 million of commercial bank funds were withdrawn from the United States, while 
official balances increased by $800 million. The two types of balance moved in exactly 
opposite directions, as did the two broader categories of which they were parts. The 
outflow of commercial bank funds, far from providing compensatory financing, increased 
the need for it. Thus, the last two years provide unmistakable evidence of the freedom 
that commercial banks now have to seek the most profitable outlet for their funds in 
the market—a freedom which they exercise in ways that may intensify the difficulties 
of the monetary authorities in their efforts to hold exchange rates within the support 
points. To assume that the commercial banks are still functioning virtually as agents 
of the central banks today, with little scope for taking advantage of money market 
differentials, would be quite unrealistic. The record of recent years is emphatically to 
the contrary.¥4 

One other table may be of interest to the reader. Since it has been suggested in some 
quarters that, notwithstanding the evidence to the contrary, there may be a sub- 
stantial element of compensatory financing in the movement of commercial bank 
balances, I have prepared a table to show how this would influence the picture. For 
the purposes of this table, I have made the quite liberal assumption that there is an 
element of compensatory financing in the movement of commercial balances equal to 
half the movement in official balances. The assumption seems liberal because the 
movements in official balances are 100 per cent compensatory financing. I then record 


TaBLe 5. Turee Sets or Data on Open-MarKET CAPITAL AND 
ExcHANGE-MarKET BALaNnce! 


(Change from preceding year’s flow*; in billions of U.S. dollars) 














Open-Market Capital Exchange-Market Balance* 

Treating commercial bank dollar assets as stated in the column heading below 
Omitted Included Split® Omitted Includeds Split* 
1958 —1.5 —1.6 —-1.9 —4.4 —4.5 4.9 
1959 +15 +2.8 +2.8 -1.0 +0.4 +0.3 
1960 —3.2 —4.4 —4.6 —0.2 -1.1 —1.3 





1 From Tables 2 and 4. Some minor differences are due to rounding. 

2 Increased debits or decreased credits are minus. 

3 This is the surplus or deficit financed by the compensatory or balancing item. The financing items, of 
course, would carry the opposite sign. 

4 This is the Department of Commerce’s treatment as far as commercial bank dollar assets are concerned. 
Other private short-term dollar assets, however, are here included in “‘open-market capital” although the 
Department enters them in its balancing item (corresponding to “compensatory financing”). 

& Same concept as that in Table 2. 

6 Assuming a p tory seg in the movement of cial bank bal equal to half the move- 
ment in official balances, which are entirely Pp tory. These d compensatory movements of com- 
mercial bank balances are deducted from “open-market capital,” and hence from the “exchange-market 
balance,” in the columns headed “‘Split.” 


rs 














18 Needless to say, this is a sphere in which more detailed studies would greatly 
enrich our knowledge of the complex of influences that account for the movement of 
commercial bank balances. Conceivably, these studies would show that a substantial 
segment of these movements was still undertaken for the purpose of holding exchange 
rates within the official support points, even at a sacrifice of the bank’s profits. My 
own belief is that these studies will only serve to show the complex forms that profit 
calculations can sometimes take. But until such studies are made, the evidence is, of 
course, not absolutely conclusive. 
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in the table the story of changes in the flows from year to year as they would look on 
three assumptions: (1) that the movements of commercial bank balances are omitted 
in toto from the open-market capital movement and placed “below the line,”’ as in the 
Department of Commerce treatment; (2) that commercial bank balances are included 
in toto in the open-market capital movement, as in my tables; and (3) that commercial 
bank balances are oe between open-market capital and compensatory financing on 
the basis described above. The effect of these assumptions on the statistics of the open- 
market capital movement and the exchange-market balance is shown in Table 5. 

The evidence of this table is unmistakable. Even if one assumes a substantial com- 

tory element in the movement of commercial bank balances, as in the column 

eaded “‘Split,” the story as told in the column headed “Included” comes far closer to 
the assumed truth than the story as told in the column headed “Omitted.” That is, the 
story told in my Tables 1 and 2 would be far closer to the correct Exchange-Market 
Balance than the story told in the Department of Commerce figures, even if commercial 
bank balances in fact supplied an amount of compensatory financing equal to half that 
supplied by official balances. 

ce again, however, it is necessary to recall, as was done in footnote 11 above, that 

the Department of Commerce balancing item is designed to alert government officials 
and others to potential future impacts on the balance of payments rather than to 
measure the exchange-market impact during the current period. From this standpoint, 
the very fact that commercial bank balances are now free to respond to interest differ- 
entials and other market factors becomes a reason for putting them in the Department 
of Commerce balancing item. That is, the same interpretation of the behavior of these 
balances that leads me to include them in my Open-Market Capital item “above the 
al leads the Department of Commerce to put them in its balancing item “below 

e line. 





Some Mathematical Notes on the Quantity 
Theory of Money in an Open Economy 


S. J. Prais* 
HE RELATION between the quantity of money and the level of 


prices and incomes is generally treated by modern monetary 
theorists in terms of a “closed” economy, that is, without allowing for 
international trade as an integral part of the theory. In his “Monetary 
Analysis of Income Formation and Payments Problems,” J. J. Polak 
has shown how the existence of international trade, and the consequent 
possibility of balance of payments deficits, modifies in an essential way 
the theoretical analysis of the monetary system. 

The central element in his theory is that a given deficit in the balance 
of payments has cumulative effects on the monetary supply: it directly 
reduces the quantity of money until the consequent income and import 
changes are of sufficient size to correct the initial disequilibrium. The 
phenomenon is thus part of economic dynamics; that is, it relates the 
present state of certain economic variables to the rate of change of those 
and other variables. The use of mathematics seems to be unavoidable 
in analysis of this kind; indeed, the use of several alternative mathe- 
matical representations is occasionally of value in bringing out the 
specific role of the various relationships in the system. 

The first part of this paper reformulates Polak’s system in terms of 
infinitesimal and continuous changes, thus replacing his difference 
equation by a differential equation. As a consequence, certain relations 
affecting liquidity that were implicit in his model— in the sense that 
they influenced movements within each period—have necessarily to be 
made explicit, so casting further light on the essential elements of the 
adjustment process. This generalization also allows another version of 
the model, of the kind used in the work of the Netherlands Bank, to be 
treated as a special case. 

* Mr. Prais, until recently economist in the Special Studies Division, is a graduate of 
the Universities of Cambridge and Birmingham, England. He was formerly with the 
Department of Applied Economics in Cambridge and the National Institute of Economic 
and Social Research in London, and was a statistical expert with the United Nations 
Technical Assistance Board in Israel. He is joint author of The Analysis of Eamily 
Budgets and of a number of articles in economic and statistical journals. 

In addition to indebtedness to his colleagues at the Fund in the preparation of this 


paper, the author acknowledges some very helpful discussions with Mr. B. B. King, of 
the Economic Development Institute. 


1 Staff Papers, Vol. VI (1957-58), pp. 1-50; this was followed by an empirical study 
by J. J. Polak and Lorette Boissonneault in Staff Papers, Vol. VII (1959-60), pp. 349- 
415, which also develops further the underlying theory. 
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The implications of the somewhat heavy mathematics used in the 
first part of the paper are discussed in the second part in terms of a 
numerical example which brings out the differences between the various 
models. 

The third part of the paper examines the effects of varying income 
and price elasticities of foreign trade in a model of this type, so relaxing 
the unitary elasticities assumed in this work hitherto. It is shown that 
elasticities greater than unity lead to a more rapid adjustment of the 
system, and hence that current incomes and imports depend to a larger 
extent on current exogenous shocks (and to a correspondingly smaller 
extent on the earlier state of the system). 


I. A Continuous Formulation 


The theory may be set out in terms of the following six equations, 
which are the simplest that it has been found possible to devise to 
represent the system in continuous terms. The first is the familiar 
Cambridge equation relating a desired level of liquidity £ (distinguished 
here from actual liquidity, Z) to the level of income: 


L = ky. (1) 
Secondly, there is an equation relating the change in actual liquidity 


to the balance of payments which, in the differential form, may be 
written as 


aL 
dt 


where X is the value of exports and M that of imports. 
Thirdly, domestic expenditure, C,? may be supposed to be equal to in- 
come but to be depressed by any excess of desired over actual liquidity: 


C=Y+a - L); (3) 
and, fourthly, imports may be taken as a constant fraction of income: 


M=wmY. (4) 


=X — UM, (2) 


As an alternative, imports may be taken as a fraction of C, so as to be 
proportionately influenced by the liquidity situation. However, this 
and other variants lead to rather similar results, apart from changes in 
the constants. 


' 2In Polak and Boissonneault, op. cit., the symbol C is used to denote capital move- 
ments, but no confusion should result. 
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Fifthly, it is assumed that exports are exogenously determined, so 
that we write 


X = f(t). (5) 


Finally, we define national income as the sum of domestic expenditure, 
C, plus exports less imports: 


Y=C+X-M. (6) 


It will be apparent that (4) is equivalent to assuming a unitary 
income elasticity of demand for imports and a unitary elasticity with 
respect to prices; similarly, (5) may be regarded as implying a unitary 
price elasticity for exports (these assumptions are relaxed in Section III 
below). An additive term to represent any given rate of credit creation 
can easily be introduced on the right-hand side of (2) without altering 
the basic mathematics. 

In this system a disequilibrium, say a deficit, in the balance of pay- 
ments is corrected by a direct fall in the money supply via (2), followed 
by a fall in domestic expenditure via (3), a fall in income via (6), and a 
fall in imports via (4). The reductions continue until the deficit in (2) is 
eliminated. The adjustment process is thus close to that envisaged 
under classical price-specie-flow theory, except that the role played by 
price-and-income adjustments under the classical theory is played by 
income adjustments alone under the present theory; adjustments that 
are due to higher prices are taken into account only insofar as the 
elasticities are assumed to be unity. 

The relations (1)-(6) may be combined to yield a differential equation 
in any of the variables concerned. Thus, for liquidity, there results 


L 
<= B(f/mo — L), ) 


1 , ’ a : 
where v = ’ For imports a more complicated equation, involving also 


In attempting to explain the working of the system, it was found helpful to trace 
through the effect of 2 rise in exports to a new level from an original position of equilib- 
rium, as follows: The rise in exports leads immediately to a higher income (6) and 
hence to an immediate demand for higher liquidity (1). Actual liquidity rises slowly 
during the year (2); but at the end of the first day, say, it will have barely changed, 
since (2) defines a rate of accumulation per unit of time. On the other hand, desired 
liquidity—which is equal to a certain number of days’ income—rises at once by a 
substantial step; consequently, a gap arises between desired and actual liquidity which 
depresses domestic expenditure below income (3). The additional actual liquidity that 
results from the new level of exports is thus partly accumulated; it is also partly spent 
on imports (4). As time proceeds, actual liquidity rises toward desired liquidity; con- 
sequently, domestic expenditure need no longer be depressed below income, and as it 
rises so income (6), imports, and desired liquidity also rise somewhat further. Eventually, 
equilibrium is reached when actual and desired liquidity are once again equal, at which 
point imports equal exports, and domestic expenditure equals income. 
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the rate of change in f, is found: 


(8) 
where a = mv/(a + mr) (9a) 
and B = amv/(a + mv). (9b) 


For income, an expression similar to (8) hoids, since income and imports 
are proportional to one another. It will be noted that only the product 
of m and »v enter into the equations, a property which was found to hold 
approximately in the earlier treatment by Polak and Boissonneault.‘ 

Equation (7) may be solved for the moment by treating f as a constant 
(if f varies over time, the more complex result below holds), in which 
case the path of liquidity is given by 


L@®) = f/mv + (Lo — f/mv)e*! (10) 


where Lp is the arbitrary value of liquidity at ¢ = 0. With the passage 
of time the exponential term tends to zero, and liquidity tends to its 
equilibrium value, f/mv (that is, a fraction, 1/v, of income, where income 
is equal to the level of imports—equal to exports—divided by the 
import propensity, m). Further, any exogenous disturbance of L from 
that level, say by an amount 2, leads to subsequent divergences of size 
ae~8* which, again, die out exponentially. 

The solution for the more complicated equation (8), when f is allowed 
to vary with time, is given by 


MO = f° (BF) + of een dr, (11) 


as may be verified by differentiating to yield 


= of’ + B(f,— M) 
as required by (8). 

Since empirical observations on the variables are available only at 
discrete intervals of time, it is necessary to take the argument a stage 
further (for empirical application) for variables, such as imports or 
income, which are flows over time (but note that for liquidity, which 
is a stock measured at a point of time, it is necessary to go only part of 
the way, as noted below). Accordingly we define a variable 


‘Op. cit., pp. 350-57. 
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6 
Mo - 1,0) = [ Moat (12) 
o— 


as being imports during the year 0, that is imports summed from the 
end of year (9 — 1) to the end of year 0. 

Further, we assume that the exogenous variable f(t) remains at a 
constant level during each calendar year, and then rises instantaneously 
at the end of the year to a new value. Thus, if the point ¢ in (11) occurs 
during the calendar year 6, f(@) will be the constant value of exports 
that has ruled and influenced M(t) since the end of year (@ — 1), a 
period which in general is less than a year; however f(9 — 1) will have 
exerted its influence for a complete calendar year and so will all earlier 
values of f(t). 

Hence, considering the first component of the integral (11), we have, 
say, 


Mi(t) = 6 r f(r)eB dr 
¢ 6-1 
= Bf) [ Pails + Bf(6 — 1) [ _ hdr + 


= f@a = ef (O-1— 1) + (1 _ e~#) > f@ _— mreoh es eee (13) 


Integration with respect to ¢ according to (12) then yields this compo- 
nent of imports summed over any calendar year; thus imports during 
the year @ = 0 are 


M;,(—1, 0) = a Mi(t) at 


c~ 





= f0o)(l - : =) + i. 9 f(—n)eBor-) . . (14) 


n=1 


To evaluate the second component of the integral of (11), say 
t 
M2(t) = a | f' (re dr, 


we note that f’(¢) = 0 at all points except at year-ends. At the latter 
points, f’ ~ {f(6) — f@ — 1)}/e, where « is the arbitrarily small time 
interval during which the rise in f takes place; consequently, 


[sat = s@ — so - ». 











_—_ 


er 
ne 








MATHEMATICAL NOTES ON QUANTITY THEORY OF MONEY 217 
Hence, 


¢ @-1 
M:(t) = a i) _S @etndr + a [ SO emonde fo 
= aff@) — f@ — 1)}emerery 
+ aff(@ — 1) —f@ — 2)}e rH) +... 
And, as before, 


Mx(-1,0) = [Maat 


= {f) — f(-1)} — e*)a/B+--- 
+ eo {f(—n) — f(—n — 1} — e*)a/B+--- 
= f0)G — €*)a/B — f(—1)\ — &*a/B---- 
—¢-8"-) f(—n)(1 — e-8'a/B— +: - (15) 


It may be noted in passing that the coefficients in (13) sum to unity, 
and those in (14) sum to zero. 


The final result, with imports in the current year expressed in terms 
of current and earlier exogenous impulses, is then 


M(—1,0) = M+ M2 
= f(0){1 — @ — e*)(1 — @)/8} 
+ f(-1)d — €*0 - a)/B ++ = 
+ f(-n)ero-O(1 — AL — a)/B +--+ (16) 


Apart from the first term, the coefficients decline exponentially with 
time. Similar coefficients apply for the income equation, apart from the 
factor of proportionality, m; the coefficients for the liquidity equation 
are clearly given by (13) on setting 6 = ¢ = 0. 

Expressions of the cumbersome type just derived are necessary for 
a precise numerical analysis of empirical data. However, for other 
purposes it is convenient to summarize the coefficients in terms of an 
average weighted lag, showing the length of time by which movements 
in the dependent variable lag behind movements in the exogenous 
variable. Such an average lag may be defined as 


i= i ” tw (t) dt jf [ ” 2) dt, (17) 
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where z(t), the weight attached to ¢ in calculating its average, is the 
divergence of a variable from equilibrium ¢ periods after it has been 
disturbed. 

In the case of the liquidity variable, considered above in (10), the lag 
is of a particularly simple form. The divergence from equilibrium, as 
argued above, is given by 


x(t) = 2.eF*, (18) 
Hence 
im = i wrrat/[ e*tdt = 1/8; (19) 


the lag thus depends only on the coefficient 6 in the differential 
equation (7).5 On substituting for 6 from (9b), we find 


= ae 1 
ee (20) 


so that liquidity adjusts more rapidly, the larger are a and mv. 

As an alternative definition of the adjustment lag, we may consider 
the following approach. Between ¢ and ¢ + 6t, the variable considered 
moves from z(t) to z + 62; if we consider the whole range of movement 
of z from its initial value 2 to its equilibrium level x = 0, an average 
lag is given by 


jm J aw (17a) 


This is identically equivalent to 


t= J x dt/ xo, (17b) 
° 

which is the total discrepancy from equilibrium of the variable summed 
over all future time (for example, if imports rise as a result of some 
exogenous impulse, it is the excess of what imports would have been if 
they had risen immediately to their equilibrium value over what they 
actually were) divided by the ultimate change in the variable. For the 
case of exponential adjustment (18), the average lag so calculated will 
be found to be identical with that just derived in (19) (though for other 
paths of adjustment this equivalence does not generally hold); since 
the solutions here are always of an exponential form, however, either 
definition may be used, according to convenience, in what follows. 


5 Compare the treatment of the exponential lag by R. G. D. Allen in Mathematical 
Economics (London, 1956), pp. 23-28 and 166-70. 
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The lag for imports behind the exogenous impulses can be derived 


d 
most simply by using symbolical methods and the operator D = a 


Equation (8) is first rewritten in the form 


(D + 6)M = @D + B)f, (21) 
so that the solution for M in terms of f is symbolically given by 





a [« a real f. (22) 


M is thus seen to be the weighted average of two components; the 
component of weight a has a zero lag on f, and that of weight (1 — a) 
has a lag of 1/8 on f.* The total lag is therefore 





l-—a 
ty = ’ 23 
ad B (23) 
which from (9a) and (9b) reduces to 
1 
ie (24) 


Hence the mean lag of imports (and similarly of income) is independent 


of the liquidity adjustment parameter a and depends only on the 
product mv. 


This somewhat surprising finding may be explained by considering a 
system originally in equilibrium, with imports equal to exports, dis- 
turbed by an exogenous rise in the latter. Equilibrium is re-attained 
when imports rise to the new level of exports.’ As long as imports are 
below this level, the country is accumulating liquidity; furthermore, 
imports will remain below equilibrium until the additional liquidity 
accumulated in this way is equal to the amount desired at the higher 
level of income. This amount depends only on the parameters mv, but 
not on a since this does not affect the equilibrium values of the system. 
The time-lag as calculated from (17b) is thus seen to be equal to the 
additional desired liquidity divided by the rise in imports. 

F 6See Allen, loc. cit. Note that a = 1, corresponding to the case a = Q (see (9a)), 


leads immediately to a zero lag according to this argument; (24) is thus valid only for 
non-zero values of a. 


7 See footnote 3. 
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It may be worth emphasizing that, although the mean time-lag is 
independent of a, the distribution of the weighted response function 
still depends on a (subject to the restriction of a constant mean). From 
the derivation of (23) it will be clear that the greater is a, the greater 
will be the immediate response of imports; from (9a) it appears that, 
for a given value of mv, a rises when a falls, so that a higher value of a 
leads to a lower immediate response of imports. 


Il. Some Numerical Comparisons 


The implications of the previous section may be grasped more easily 
with the help of the numerical examples set out in Tables 1 and 2. 
These are based on illustrative values of an import propensity, m = 0.3, 
and a velocity of circulation of » = 3.3 (that is, k = 0.3). 

It is convenient to consider first the theoretically lower extreme at 
which a = 0, so that domestic expenditure is independent of liquidity. 
The system of equations, as far as they concern the components of the 
national expenditure, then reduces to 


Y =C+X — M, 
C =Y, 
M = mY, 

and X = f(t). 


This, of course, is reminiscent of rudimentary multiplier models; we 
find, not surprisingly, that the current values of the exogenous variables 
(here, exports) fully determine imports and income, and no weight is to 
be attached to preceding exogenous values. There is no mechanism in 
operation here which would ever bring liquidity to its desired level. 

At the other extreme, where a = o, actual liquidity is immediately 
adjusted to desired liquidity without lag (as follows from equation (3)). 
Consequently, the system reduces to the following extreme position 
(reminiscent of the writings of Hume and Ricardo), in which the volume 
of money has the crucial role: 


Y =vol, 


and a =X-M= —mY + fit). 


The level of income depends on the stock of money, and that depends 
on how much gold has been imported in the past; the latter, in turn, 
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depends negatively upon the level of income. The outcome is shown in 
the series of coefficients in the rows labeled © in the tables; 63 per cent 
of the current level of (actual) liquidity is influenced by the current 
value of exports, and the remaining 37 per cent is due to exports in 
earlier years, in the proportions shown in Table 1. For imports, there 


Taste 1. CoEFFICIENTS FOR THE DERERMINATION OF CURRENT LIQUIDITY IN TERMS 
or Previous Exogenous JMPULSES 


(m = 0.3; 0 = 3.3 for alternative values of a) 











Liquidity Coefficients for 
Adjustment Mean 

Factor, a f(0) S(-I) S(-T) f(-T) Period, t 7 
0 0 0 0 
1 0.39 0.24 0.14 0.08 2.00 
2 0.49 0.25 0.13 0.07 1.50 
4 0.55 0.25 0.11 0.05 1.25 
rr 0.63 0.23 0.09 0.03 1.00 





is an obverse tendency; 37 per cent of current imports is attributable 
to the current level of exports and 63 per cent to earlier years’ exports, 
in the proportions shown in Table 2. 


Tasie 2. CoerrFicIENTs FOR THE DETERMINATION OF CURRENT ImPoRTS IN TERMS 
oF Previous Exoaenovus IMPULSES 


(m = 0.3; 0 = 3.3 for alternative values of a) 











Liquidity Coefficients for 
Adjustment Mean 
Factor. a (0) f(-I) f(—-T) S(—-IID) Period, t y¢ 

0 1.00 0 0 0 (0) 

1 0.61 0.15 0.09 0.06 1.0 

2 0.51 0.24 0.12 0.06 1.0 

4 0.45 0.30 0.14 0.06 1.0 

6.7 0.42 0.34 0.14 0.06 1.0 

ry 0.37 0.40 0.15 0.05 1.0 
Polak! 0.41 0.34 0.14 0.06 1.0 
Holtrop 0.50 0.25 0.12 0.06 1.0 





1 The values shown in this row are taken from the corresponding rows, with inter- 
polation, of Table 3 in the study by J. J. Polak and Lorette Boissonneault, Staff Papers, 
Vol. VII (1959-60), p. 358. 


It will be noted that there is a simple relation between the f(0) columns 
in Tables 1 and 2. Their sum is unity for all values of a, reflecting the 
fact that a rise in export receipts must either result in higher liquid 
balances or be spent on imports. 

Intermediate values of a between zero and infinity correspond, no 
doubt, more closely to the real world; when income falls and it is con- 
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venient to hold lower average balances, people adjust to their lower 
receipts partly by running down their excess liquid balances and partly 
by lower spending. Since normal balances turn over v times a year, 
excess liquid balances may be expected to be eliminated at a rate which 
in general exceeds this; in other words, a presumably exceeds »v. 

The case a = 2v( = 6.7 in the present example) deserves special 
attention. In this case, our coefficients for imports are very close to 
those found in the finite difference model used by Polak. That model 
contains fewer relations than the model set out here and appears to be 
simpler; further comment is therefore in order. 

Polak works in terms of income periods (so that » = k = 1); the 
central equation of his model (instead of our equations (1), (3), and 
(4)) is then simply 


L=Y, (la) 


where L represents liquid balances at the end of the period and Y is 
income earned during the period. Liquid balances are equal to one 
period’s income; if income rises, liquid balances move so that by the 
end of the period they are again in equilibrium. How they move within 
the period is not specified; but by following the approach of this paper, 
it is found that there is an exponential movement toward the new 
equilibrium. 


The existence of the implicit lag (or lead*) in (1a) is not a necessary 
part of the finite difference approach; it can be eliminated, for example, 
by supposing that income is related to average balances (rather than 
end-of-period balances), where average balances are defined as the 
average of liquid balances at the beginning and end of the period. 
Thus (la) would be replaced by 


r= => = ==. (1b) 





On solving this system it is found, not surprisingly, that the coefli- 
cients obtained are, for practical purposes, equal to those in the “0” 
rows of the tables; that is, this system corresponds to the differential 
case with a = o. 

However, the lag in (1a) cannot be eliminated by defining Z and Y 
to relate to the same instant of time without leading to difficulties 
elsewhere in the system. The reason for this is that the relations 


8 Liquidity is lagged with respect to income; but since exogenous impulses in this 
system influence it through liquidity, the reader may prefer to think in terms of a 
lead of income on liquidity. The longer is this lead, the more are income and imports 
influenced by current exogenous impulses (see the discussion below). 
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M = mY 
and AL=X-—-—M 


require that M, X, and Y relate to a period of time, but AL is required 
to measure the change between two instants—the end of last year and 
the end of the present year. An inconsistency would therefore arise 
between the definitions used in the various relations.® 

We may conveniently consider here a further alternative version of 
the finite difference approach which is formulated in terms of “natural” 
time periods, namely, calendar years. Hence (1) is replaced by 


Y = oL (1c) 


where Y is income during the calendar year and L represents liquid 
balances at the end of the year. This formulation is similar to that used 
by Holtrop and the Netherlands Bank." It will be clear from the above 
discussion that the difference between (1c) and (la) lies in the length 
of lag before adjustment is completed; on alternative (1c), liquid 
balances are in equilibrium with income at the end of each calendar 
year, instead of at the end of each income period. There is thus a mean 
lag of half a calendar year in (1c), compared with a mean lag in (la) of 


1 
half an income-period which is equal to 2p calendar years. 


The numerical solution of a system incorporating (lc) yields the 
results shown in the final row of Table 2, and these are, for practical 
purposes, indistinguishable from those in the third row of the table, 
namely for a = 2. The slower adjustment of liquidity has the conse- 
quence of giving greater weight to current exogenous elements in 
determining current imports, at the expense of preceding values. 

The correspondence between the various difference equation formula- 
tions and our differential equation approach is now seen to lie in a 
correspondence between the implied time-lag in the former and the 
parameter a in the latter. It would appear from the above examples 
that a is to be interpreted as the reciprocal of the implicit mean time-lag 
between liquidity and income in the difference equation. More rigorously, 
from (20) we have the mean lag between liquidity and the exogenous 
impulses: 

® The treatment in Polak and Boissonneault, op. cit., pp. 355 and 364-65, is thus 
technically inconsistent, though in practice the error is probably negligible in size. 

10 See, for example, “The Relative Responsibilities of Governments and Central Banks 
in Controlling Inflation,’ by M. W. Holtrop, a paper read to the International 
Economic Association Round Table on Inflation (Elsinore, 1959). No formal solution 
is given in that paper, but one can easily be derived; the coefficients for the determina- 


tion of current imports in terms of previous exogenous impulses are m(k + m)~'r‘, 
where r = k/(k + m), and¢t =0,1,2,.... 
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‘ 1 1 
a 


This consists of two parts: first, a lag of liquidity behind income (1/a) 
and, secondly, a lag of income behind the exogenous impulses (1/mzv); 
the latter agrees with the result derived in (24) above. 

Consequently, the case a= 2 always corresponds to Holtrop’s model, 
and the case a = 2v corresponds to that of Polak. 

The argument can perhaps be summarized as follows: Both the 
finite and the infinitesimal formulations envisage a temporary dis- 
crepancy in the proportionality of money to income. Under the finite 
formulation, the proportionality is reachieved at the end of a certain 
period of time (an income-period, a calendar year, etc.); under the 
infinitesimal formulation, a mean period of discrepancy has to be 
calculated. If these periods correspond, the two models will yield 
similar results.” 


III. Varying Price Elasticities 


In this section, the effects of price elasticities for exports and imports 
different from unity are examined, the basic model being thus gen- 
eralized. The quantity of exports is assumed to depend only on the ratio 
of home to foreign prices; foreign prices are, for simplicity, taken as 
fixed, so that variations in home prices only need be considered —a 
rise in them leading to lower exports and to higher imports. 

For ease of manipulation it is also necessary to take linear approxima- 
tions. Thus, instead of (4) and (5), we now write 


M=A+bY + cP (4a) 
and X = B+ OP, (5a) 


where P represents an index of domestic prices (with a mean of unity) 
and b, c, and h are constant propensities related in an obvious way to 
the various income and price elasticities; A and B may be regarded as 
constants or as exogenous functions of time. 


11 The fact that all the rows in Table 2 have the same mean period may still appear 
surprising in view of the very different time patterns they represent. For the benefit of 
the reader who wishes to check that this is in fact so, it should be observed that the 
mean lag in Table 2 has to be calculated by assigning to column f(0) a zero lag (since 
both imports and exports are flows during the year), then a lag of one year to column 
f(—D), ete. For Table 1, however, a lag of half a year has to be assigned to column f(0) 
since liquidity is measured at the end of the year, whereas f(0) represents a flow during 
the year; mean lags calculated in this way will, of course, differ slightly (in the present 
example—in the second decimal place) from the theoretical values derived from (20). 
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In view of the expansion of the model, an assumption is also necessary 
on the relation between changes in the income level and changes in the 
domestic price level; it is assumed here that a unit rise in money incomes 
is always accompanied by a rise of w units in the price level. If both Y 
and P are index numbers (with a mean of unity), we may then write 
simply 

P = wl. (25) 

By combining these equations with (1), (2), (3), and (6), and ciimi- 

nating in the usual way,'a differential equation for liquidity is obtained: 


(26) 


(27) 


g = b — wh — c). (28) 


This is clearly similar to (7) above. The weighted mean lag of liquidity 
on the exogenous impulses is now 


k 1 1 


- 1 1 


Similarly, it is found that the mean lag for imports and income is 
1 


Mu = ~ i(30) 


As a preliminary step, we note that with unitary elasticities the price 
coefficients in (4a) and (5a) become c = h = OQ, and b = m; hence 
g = m, and (29) reduces reassuringly to the results found at the end of 
the preceding section. 

Next, suppose the elasticity of imports with respect to income is y, 
and with respect to relative prices is 5; and the. elasticity of exports 
with respect to relative prices is e. Then, if exports and imports are 
approximately equal, it is found, on substituting the appropriate com- 
binations of elasticities for propensities in (28), that 


g = m{(1 — w)y + wi + — 1)}, (31) 


where m is the ratio of imports to income as before. Thus the greater 
the elasticities, the greater is g and the smaller are the average lags in 
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the system. Elasticities in excess of unity thus have a similar effect on 
the lags, as does a higher value of mv in the simpler system. As an 
example, assume that all the elasticities are 2 and that w = 4; from 
(31) it is found that g = 5m/2. Hence, compared with the unitary 
elasticity assumption, the weighted mean is reduced by 1/mv — 2/5mv; 
when m = 0.3 and v = 3.3, as in the example above, the reduction is 
0.6 of a year. Such a reduction is clearly important, and could lead to a 
substantial quickening in the system’s reactions to current disturbances. 


IV. Conclusion 


This paper has analyzed, with the help of alternative tools, the 
dynamic adjustment of incomes, money, and changes in the balance 
of payments. The use of the present continuous model has emphasized 
the role of a disequilibrium in liquidity (in the sense of a discrepancy 
between actual liquid balances and those that it would be desirable to 
hold at the current income level) as the link between the real and the 
monetary sides of the economy; an explicit analysis of this type for a 
closed economy would also be of interest, but must be left for another 
occasion. 

From an empirical point of view, it is important to note that the 
theoretical apparatus of this paper does not consider the effects of 
compensatory short-term capital flows from abroad, which form another 
part of the process of adjustment. Where these are important, the 
economy would readjust to exogenous disturbances even more rapidly 
than the present theory indicates; but even in such cases it remains a 
matter of interest to know how much of the observed movements in 
incomes and imports is attributable to the process of adjustment 
discussed here. 





Money Supply and Imports 


J. Marcus Fleming and Lorette Boissonneault* 


HE AIM of this paper is to inquire into the extent to which move- 
ments in the value of imports can be accounted for statistically in 
terms of the model described in two earlier studies in Staff Papers,! to 
evaluate the results, and to consider whether the facts suggest any 
supplementary elements of explanation. Reference will be made through- 
out to Chart Series II in the second of the earlier articles, as well as to 
Table 1 in this paper, covering approximately the same set of countries.” 
The principal assumptions of the model are (a) a constant income 
velocity of circulation of money, (b) a constant relationship between 
money imports and money income (i.e., in some cases a constant 
average, in others a constant marginal propensity to import in terms of 
money), (c) an assumption that money coming into existence as the 
counterpart of domestic credit expansion and of capital imports (as 
well as that coming into existence as the counterpart of exports) enters 
immediately into income and is successively respent at the end of each 
subsequent income period, and (d) an assumption that the value of 
exports, net capital imports, and domestic credit expansion may be 
taken as independent variables and the value of imports as a dependent 
variable.* 
Exports, capital imports, and domestic credit expansion have an 
identical effect on the money supply, income, and imports, and may be 


* Mr. Fleming, Advisor in the Department of Research and Statistics, is a graduate 
of Edinburgh University. He was formerly a member of the League of Nations Secre- 
tariat, Deputy-Director of the Economic Section of the U.K. Cabinet Offices, U.K. 
representative on the Economic and Employment Commission of the United Nations, 
and Visiting Professor of Economics at Columbia University. He is the author of 
numerous articles in economic journals. 

Miss Boissonneault, economist in the Special Studies Division, is a graduate of 
George Washington University. 

1J. J. Polak, “Monetary Analysis of Income Formation and Payments Problems,” 
Staff Papers, Vol. VI (1957-58), pp. 1-50; J. J. Polak and Lorette Boissonneault, 
“Monetary Analysis of Income and Imports and Its Statistical Application,” Staff 
Papers, Vol. VII (1959-60), pp. 349-415. 

2The countries included are Australia, Austria, Belgium-Luxembourg, Burma, 
Canada, Ceylon, Colombia, Costa Rica, Cuba, Denmark, Dominican Republic, Ecuador, 
Egypt, Finland, France, Germany, Guatemala, Honduras, India, Iraq, Ireland, Italy, 
Japan, Mexico, Netherlands, New Zealand, Norway, Peru, Philippines, Portugal, 
Sweden, Switzerland, Thailand, Union of South Africa, United Kingdom, and Venezuela. 

* Implied in (b) and (d) are certain tacit assumptions about relative price-effects, 
viz., that world demand for each country’s exports, and each country’s demand for 
imports, are of unit elasticity with respect to price. 
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considered in the aggregate as gross money creation, Q.‘ Imports, M, 
constitute a drain on the money supply and (Q — M) therefore represents 
net money creation or the net rate of increase of the money stock. 

On the assumptions of the model, imports will tend to equal gross 
money creation after a distributed time lag,® and variations in credit 
expansion, which is regarded as a policy variable, will exercise a predict- 
able and potentially controlling effect on the balance of payments. 

Examination of data relating to 36 countries over a period running in 
general from 1950 to 1958 yields the following conclusions: 

(1) In the average country, there is a moderately good correlation 
between deviations from trend in actual imports and the corresponding 
deviations in estimated imports as computed on the basis of the model. 
The correlation appears to be better in primary producing countries 
than in industrial countries, and better in small than in large countries. 

(2) The correlation between imports and the stock of money—which 
ought, on the assumptions of the model to be close—is substantially 
poorer in most countries than that between imports and “computed 
imports.” 

(3) On the other hand, the correlation between imports and gross 
money creation in the same year is considerably better than that between 
imports and computed imports which, as already observed, is simply 
gross money creation with a distributed time lag. 

(4) This finding implies that there are import variations, not allowed 
for in the model, which are closely associated with variations in gross 
money creation. 

(5) The superiority of gross money creation over computed imports 
as a correlate of actual imports is not attributable to any tendency for 
gross money creation to be associated with a speeding up in the velocity 
of circulation of money, but is largely attributable to a tendency for the 
relationship of imports to income to vary with variations in gross money 
creation, for which three explanations are suggested: 


(a) Certain relationships cause imports to respond more swiftly 
to changes in gross money creation than is implied in the model. 
Allowance for some of these factors, such as the association of high pro- 
pensities to import with income from exports or with capital expendi- 


4 Domestic credit expansion is arrived at by subtracting the increase in the (net) 
gold and foreign asset holdings of the banking system from the increase in the domestic 
monetary liabilities of the banking system. It therefore includes, negatively, any 
change in the nonmonetary liabilities of the banking system other than foreign exchange 
liabilities. Capital imports (net) are arrived at by subtracting the value of imports of 
goods and services from the sum of (1) the value of exports of goods and services and 
(2) the increase in the net gold and foreign asset holdings of the banking system. 

This implies that after any change in gross money creation the amount of imports 
will tend gradually to approach that of gross money creation, and that fluctuations in 
the latter will be followed by milder fluctuations in the former. 
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ture financed by foreign borrowing, could easily be introduced by way 

of modification of the model itself. Others, such as those involving the 

reaction of import licensing to changes in foreign exchange receipts, 
tend to supplement rather than modify the mechanisms described in 
the model. 

(b) Other mechanisms tend to produce simultaneous variations in 
particular elements in gross money creation, on the one hand, and 
in imports, on the other. 

(c) Finally, there are mechanisms which tend to make various 
elements in gross money creation change in response to changes in the 
need for money, which in turn result from autonomous variations in 
imports. 

(6) Exports, which constitute the principal element in gross money 
creation, appear to play an active rather than a passive role. Both 
capital movements and credit creation appear sometimes to act autono- 
mously and sometimes responsively. 

(7) Since changes in gross money creation exercise much of their 
effect on computed imports within the same calendar year, any tendency 
for gross money creation to respond immediately to autonomous changes 
in imports will enhance not only the correlation between imports and 
gross money creation but also that between imports and computed 
imports. To this extent, the latter correlation will exaggerate the evidence 
in favor of the model. 

(8) It should not be assumed from the correlation between gross 


money creation and imports that a policy change in credit expansion 
would exercise an immediate effect on imports. 


Correlation Between Actual Imports and Those 
Computed in Accordance with the Model 


Actual imports, M, for 36 countries over a period extending in general 
from 1950 to 1958 have been compared with computed imports, M*, i.e., 
imports computed on the basis of gross money creation, with lags dis- 
tributed in accordance with the model under examination (see Chart 
Series II, and Table 1 of this paper). In most cases (as may be seen by 
comparing columns 1 and 2 of Table 1), the degree of correlation found 
depends very much on whether or not credit is taken for similarities in 
trend. In some countries, the upward trend in all economic value 
aggregates is so marked that from this fact alone a high correlation 
would exist between any two of them. In what follows, a correlation is 


* Polak and Boissonneault, op. cit., pp. 377-415. 
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TaBLe 1. Square oF CoRRELATION CoEFFICIENT! (R?) 





Generally, 1950-583 











M, M* M, M* M, M M,Q 
(1) (2) (3) (4) 
Australia .366 476 303 758 
Austria 879 475 132 401 
Belgium-Luxembourg .936 .486 .004 847 
Burma .244 .380 159 513 
Canada 840 361 354 705 
Ceylon 659 839 069 603 
Colombia 973 861 420 884 
Costa Rica .964 027 264 555 
Cuba .942 935 .798 927 
Denmark 908 .020 850 2361 
Dominican Republic .959 667 360 .730 
Ecuador .949 918 433 841 
Egypt 512 614 335 600 
Finland .954 876 404 897 
France 937 485 061 776 
Germany 981 439 001 807 
Guatemala .998 895 .205 588 
Honduras 895 .728 .067 835 
India 691 307 513 .660 
Iraq 916 879 657 893 
Ireland 107 541 143 936 
Italy 831 018 .150 704 
Japan .729 295 008 380 
Mexico 978 814 .507 893 
Netherlands .923 679 240 881 
New Zealand .772 171 .009 400 
Norway .982 595 .048 879 
Peru .992 873 083 910 
Philippines 648 058 052 797 
Portugal 951 468 .134 464 
Sweden .749 186 .018 938 
Switzerland 812 .269 014 800 
Thailand .922 771 355 912 
Union of South Africa 890 .456 .001 724 
United Kingdom 667 489 .007 961 
Venezuela .970 851 499 990 





1 The variables correlated are as follows: 
M Import payments 
M* Computed import payments (the result of applying the import coeffi- 
cients to the Q’s) 
MO Money 
Q Gross money creation (X + C + AD) 
Xx Export receipts 
X(-1) Export receipts for the previous year 
Cc Capital movements (net capital imports) 
D Domestic assets of the banking system 
MA _ Autonomous imports 
~ Deviation from trend 
2 Italics indicate negative correlation. 
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Tass 1 (continued). SQUARE OF CORRELATION COEFFICIENT! (R?) 





| Generally, 1950-58? \Generally, 1950-57 





| MX MXC) C,AMO ao.auo | Q, MA 
6) (7) (8) @) 





Australia 163 027 279 .290 562 
Austria .284 .000 136 .233 434 
Belgium-Luxembourg .876 .003 -O41 144 367 
Burma .508 670 082 .167 001 
Canada 459 .006 008 852 519 
Ceylon 124 O46 .008 782 425 
Colombia 524 398 025 433 342 
Costa Rica 149 007 001 138 273 
Cuba .666 253 686 598 437 
Denmark .282 126 032 .062 354 
Dominican Republic .007 113 385 518 685 
Ecuador 651 068 087 077 590 
Egypt 195 012 .000 850 402 
Finland 721 .000 .006 O44 .060 
France 084 004 3879 174 833 
Germany 482 344 685 O11 224 
Guatemala .199 261 057 138 787 
Honduras .520 .085 001 .006 715 
India 688 079 001 155 908 
Iraq 297 282 059 088 316 
Ireland 019 .066 001 O11 280 
Italy .350 341 166 .007 633, 
Japan 505 127 .050 .797 257 
Mexico 616 017 075 165 269 
Netherlands 019 489 053 151 141 
New Zealand .082 .008 099 293 211 
Norway 955 004 238 458 v9 
Peru 100 088 .030 010 

Philippines 341 379 535 127 615 
Portugal 401 159 119 .285 092 
Sweden .926 .003 .040 362 .008 
Switzerland .796 .023 193 .254 .762 
Thailand 486 027 054 041 048 
Union of South Africa .258 139 .053 .002 .580 
United Kingdom .723 .008 611 .270 .748 
Venezuela .503 368 623 096 .085 





1 The variables correlated are as follows: 
M Import payments 
M* Computed import payments (the result of applying the import coeffi- 
cients to the Q’s) 
MO Money 
Q Gross money creation (X + C + AD) 
Xx Export receipts 
X(-1)_ Export receipts for the previous year 
Cc Capital movements (net capital imports) 
D Domestic assets of the banking system 
MA Autonomous imports 
~ Deviation from trend 
? Italics indicate negative correlation. 
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said to be “very good” if R*, the square of the correlation coefficient, 
exceeds .8; “good”’ if it exceeds .6; “fair” if it exceeds .3; and “poor” if 
it is less than .3 or if the correlation has the “wrong” sign—i.e., in most 
cases, if it is negative. 

If deviations from trend are compared, the correlation between 
imports and computed imports (Table 1, column 2) would appear to 
be very good for Ceylon, Colombia, Cuba, Ecuador, Finland, Guate- 
mala, Iraq, Mexico, Peru, and Venezuela, and good for the Dominican 
Republic, Egypt, Honduras, the Netherlands, and Thailand. On the 
other hand, the correlation seems poor for Costa Rica, Denmark, Italy, 
Japan, New Zealand, the Philippines, Sweden, and Switzerland. For 
Australia, Austria, Belgium-Luxembourg, Burma, Canada, France, 
Germany, India, Ireland, Norway, Portugal, the Union of South Africa, 
and the United Kingdom, the correlation is fair. 

On the average, the imports of primary producing countries conform 
to the model better than those of industrial countries, and the imports 
of small countries somewhat better than those of large ones. 


An Alternative Test of the Assumptions of the Model 


According to the underlying assumptions of the model (viz., constant 
income velocity of circulation, and constant relationship between imports 
and income), imports should vary virtually simultaneously, and in most 
cases proportionately, with the money stock. In fact, the correlation, 
abstracting from trend, as shown in column 3 of Table 1, appears good 
only for Cuba. It is fair for Australia, Colombia, the Dominican Republic, 
Ecuador, Egypt, Finland, India, Mexico, Thailand, and Venezuela, 
and poor for the remaining 25 countries. 

In all but one (India) of the 36 countries, the correlation in column 3 
between imports and money stock, abstracting from trend, is poorer— 
and often much poorer—than that between imports and computed 
imports in column 2. In part, the superiority of computed imports over 
money stock as a correlate of imports may arise from the fact that 
money stock is measured at the end of a year while imports are measured 
over the year; and in part, it no doubt arises from the fact that, when 
imports over any period happen to be greater, for whatever reason, 
than computed imports, the actual money stock will decline more than 
the money stock computed according to the model. The actual money 
stock will therefore probably fall below the computed money stock and 
thus diverge more from actual imports than will either the computed 
money stock or computed imports (which move together). 
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Simultaneous Relationship Between Gross 
Money Creation and Imports 


Examination of Chart Series II’ reveals a further empirical fact of 
the greatest interest. The data for many countries® indicate a tendency 
for computed imports to lag behind actual imports. The fact that, by 
the very nature of the model, computed imports also follow gross money 
creaticn with a distributed lag suggests the possibility that imports may 
corrc!:.te well with the latter. And, in effect, as may be seen by comparing 
columns 2 and 4 of Table 1, in most cases imports correlate better— 
often much better—with gross money creation in the same year than 
with computed imports, each series being measured in deviations from 
trend. This appears to be true for all countries except Austria, Ceylon, 
Ecuador, and Guatemala—where imports correlate better with com- 
puted imports than with gross money creation—and Cuba, Egypt, 
and Portugal—where there is little to choose between the two correla- 
tions. Thus, the correlation between gross money supply and imports in 
column 4 may be described as good (by the standards previously 
employed) in all but 7 cases, and in no case is the correlation poor. 

The superiority of current gross money creation over computed im- 
ports as a correlate of imports may help to explain the fact that, as 
has been shown in an unpublished note by R. R. Rhomberg and Lorette 
Boissonneault, the relationship between imports and computed imports 
appears to be closer in those countries in which, owing to a high import 
ratio and a high velocity of circulation, the value of computed imports is 
more strongly influenced by the gross money creation of the current year. 


Reasons for the Simultaneous Movements of 
Gross Money Creation and Imports 


Clues leading to an explanation of the fact that, in most countries, 
imports correlate much better with contemporaneous gross money 
creation than with computed imports—which are simply gross money 
creation with a distributed lag—might be sought in the behavior of the 
various elementary relationships constituting the model. For example, 
are variations in gross money creation associated with variations in 
velocity of circulation, or with variations in the propensity to import, 
ie., in imports in relation to income? 

Examination of the basic data® indicates that there is little relation 

7Polak and Boissonneault, loc. cit. 

8 Belgium-Luxembourg, Burma, Canada, Cuba, Denmark, Egypt, Honduras, India, 


Italy, Netherlands, Norway, Sweden, Switzerland, and United Kingdom. 
°Cf. Polak and Boissonneault, op. cit., pp. 376-414. 
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in most countries between the level or rate of change of velocity and 
the level of gross money supply in relation to trend. 

On the other hand, in almost all countries there appears to be some 
direct correlation between the level of gross money creation in relation 
to trend and the extent by which imports exceed their normal relation 
to income, and in about 3 countries out of 5 the correlation is good or 
fair (Table 1, column 9). 

The existence uf such a relationship between gross money creation 
and the propensity to import—and hence of a closer synchronization 
between gross money creation and imports than can be satisfactorily 
explained in terms of the causal mechanism described in the model— 
raises the question whether supplementary or alternative causal mecha- 
nisms may be at work. 

Possible mechanisms tending to make imports fluctuate with gross 
money creation and to obviate or mitigate fluctuations in the rate of 
growth of the money stock may be grouped as follows: 

(a) Those involving a more nearly instantaneous reaction of imports 
to autonomous changes in gross money creation than that described in 
the model; 

(b) Those whereby various elements in gross money creation, on the 
one hand, and imports, on the other, move jointly, and nearly simultane- 
ously, in response to some common cause; and 

(c) Those whereby the causal nexus assumed in the model is reversed, 
i.e., in which imports play the “autonomous” role and one or another 
element in gross money creation responds to movements in imports. 

Since a number of mechanisms might be equally well classified under 
(a) or (b), these classes have been run together in the following section. 


Factors Promotinc A More or Less SimuttTaNneous REACTION 
oF Imports TO Gross Monty CREATION AND IMPORTS, OR OF 
Bots to a Common Cause 


There are various circumstances that might speed up the reaction of 
imports to changes in gross money creation, or that might simultaneously 
affect both gross money creation and imports. For example, (1) in 
countries where imports are subject to quantitative controls, increases 
in foreign exchange receipts from exports or capital imports may be 
followed within a few months by a relaxation of restrictions and a 
consequential] release of import demand that had previously been merely 
potential. (2) In countries exporting manufactures, exports tend to 
have an import content somewhat higher than that of output for the 
domestic market, since the latter contains a higher proportion of services; 
while in countries exporting primary products, incomes generated in 
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the export trade are more likely to be spent on imports than are incomes 
generated in the home market trades. A rise in exports will therefore be 
associated with a rise not only in imports but also in the propensity to 
import. (3) Investment in inventories of raw or semimanufactured 
materials has in many countries a particularly high import content, and 
also is particularly likely to be financed by bank credit, so that an 
increase in this form of investment would tend to bring about a simul- 
taneous, or nearly simultaneous, increase in both imports and credit 
creation. (4) The importation of capital and the purchase of import 
goods may be part and parcel of the same operation.’ (5) A rise in 
prices of primary products in world markets, by increasing the incomes of 
primary producers, may bring about, in industrial countries, a more or 
less simultaneous increase in the volume of exports and in the value of 
imports. 


INFLUENCE OF Exports on Imports 


It is difficult to evaluate the empirical evidence bearing on the relative 
importance of the various types of interaction considered above. In 
many cases this could be assessed only by detailed study of the economic 
annals of individual countries. No doubt, however, these factors account, 
between them, for a good deal of the shortening of the time-lag— 
compared with what could otherwise be expected from the operation of 
the model—between changes in gross money creation and changes in 


imports. To this extent, there is no need to invoke the aid of mechanisms 
of type (c), which attribute to gross money creation a passive or respon- 
sive, rather than an active, role. 

So far as exports are concerned, it seems fairly clear, both on a priori 
and on empirical grounds, that their role is predominantly autonomous 
rather than responsive in character. That is, export variations will tend 
in the short-run to generate, rather than respond to, variations in 
imports; therefore any apparent simultaneity in the movements of the 
two series must be due to mechanisms of types (a) and (b) rather than 
those of type (c). It is true that the shortage of money resulting from 
an autonomous increase in imports would tend to bring about a decline 
in the pressure of home demand and might release additional supplies 
for export. To the extent that export goods were previously in short 
supply, or to the extent that their prices fall and foreign demand is of 
more than unit elasticity, the value of exports would rise. This mecha- 

10In some of the most glaring cases, namely transactions arising out of loans of the 
International Bank for Reconstruction and Development and the Export-Import Bank 
of Washington, the capital movements have been excluded from gross money creation 


7 hw corresponding imports from “imports.” See Polak and Boissonneault, op. cit., 
p. 368. 
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nism, however, may be expected to work even more slowly than the 
reaction of gross money supply on imports as assumed in the model. It 
certainly could not operate fast enough to help significantly in explaining 
the apparent simultaneity in the relationship between gross money supply 
and imports. 

The empirical evidence, so far as it goes, is consistent with the view 
that export variations play an active and an important role in deter- 
mining import variations. The simple correlation between exports and 
imports, though generally inferior to that between gross money creation 
and imports, is often quite high. As may be seen from column 5 of 
Table 1, the correlation seems good, even when both series are taken 
relative to trend, for Belgium-Luxembourg, Cuba, Ecuador, Finland, 
India, Mexico, Norway, Sweden, Switzerland, and the United Kingdom. 
On the other hand, the correlation is distinctly poor for Australia, 
Austria, Ceylon, Costa Rica, Denmark, the Dominican Republic, Egypt, 
France, Guatemala, Iraq, Ireland, the Netherlands, New Zealand, Peru, 
the Philippines, and the Union of South Africa; and it is only fair for 
Burma, Canada, Colombia, Germany, Honduras, Italy, Japan, Portugal, 
Thailand, and Venezuela. 

There is evidence that in certain countries exports react on imports 
after a lapse of time. In some of these countries, the correlation would 
be improved by the addition of a uniform time lag; countries where the 
correlation would be improved by a time lag of as much as a year include 
Guatemala, the Netherlands, and the Philippines (columns 5 and 6 of 
Table 1). 


Responsiveness of Gross Money Creation to 
Changes in Imports 


While mechanisms of the types hitherto discussed are doubtless 
important, there is considerable evidence to show that the similarity 
and simultaneity in the movements of imports and of gross money crea- 
tion are attributable in part to mechanisms whereby autonomous in- 
creases in imports create a sort of money vacuum that evokes an addi- 
tional supply. 

As indicated above, it is improbable that this sort of reaction would 
operate to any significant extent in the short-run through an increase 
in exports. The case stands differently where capital movements and 
domestic credit expansion are concerned. 

In certain circumstances, a shortage of money, resulting from increased 
imports, might clearly bring about a rapid decline in exports of capital, 
or an increase in imports of capital attracted by higher interest rates, 
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more attractive stock exchange quotations, or enhanced willingness to 
borrow on good security. Empirical evidence would seem to indicate 
that, in fact, capital movements are sometimes active and autonomous 
and sometimes passive and offsetting in character. One rough and ready 
test is that provided by the relationship between variations in capital 
movements and variations in the rate of expansion of the money stock. 
Where capital movements are independent of the scarcity of money, a 
more favorable balance of capital movements would be expected to be 
associated with an accelerated growth in the money stock. When, 
however, capital is attracted by the scarcity of money, a more favorable 
balance on capital account would be expected to accompany—or might 
follow—a deceleration in the growth of the money stock." On this 
criterion, there would appear from column 7 of Table 1 to be evidence 
of an offsetting role of capital movements in the United Kingdom, 
Germany, and France. On the other hand, a positive correlation between 
net capital imports and the growth of money appears to exist for Cuba, 
the Dominican Republic, the Philippines, and Venezuela. For all other 
countries the correlation, whether positive or negative, is poor. However, 
the fact that for the majority of countries the relationship between the 
two series is unclear may indicate that the positive correlation which 
would be natural if capital movements were autonomous is upset by 
some capital movements of an offsetting character. In this connection 
it should be borne in mind that frankly compensatory movements, such 
as transactions with the International Monetary Fund, are included in 
capital movements. 

Another element in gross money supply that is likely to show offsetting 
movements and to play a passive role is domestic credit creation. Here 
again we may apply, though with considerable reservation, the test of 
whether credit creation is directly or inversely correlated with growth in 
the money stock. An inverse correlation would provide some evidence 
that credit creation is playing a passive, or offsetting, role. In fact, the 
results to be gleaned from column 8 of Table 1 are of a mixed character. 
A good inverse correlation is obtained for Ceylon, and a poor inverse 
correlation for Belgium-Luxembourg, Costa Rica, Finland, Guatentgla, 
Italy, Mexico, the Netherlands, the Union of South Africa, and Vene- 
zuela. For all other countries, the correlation is direct, being good for 
Canada, Egypt, and Japan, fair for Colombia, Cuba, the Dominican 
Republic, Norway, and Sweden, and poor for the remaining 18 countries. 
Again the poorness of the positive correlation in many countries is some 

1 Tt is unnecessary to underline the rough and ready character of this test. A more 
than average increase in the desire to hold money balances might evoke a more than 


average importation of capital, or a more than average expansion of domestic bank 
credit. 
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evidence that—as is, indeed, well known to be the case—changes in 
domestic credit creation in these countries are sometimes, even though 
not generally, of an offsetting character. 


Evaluation of the Evidence in Relation to the Model 


Of the mechanisms that have been discussed in the preceding pages, 
some involve no change in the basic principles of the model and could 
conceivably be incorporated in it as modifications, with the general 
effect of shortening the time lag between gross money creation and 
imports. Such is clearly true of the higher-than-average propensity to 
import that is often associated with income from exports.!2 With some 
reservations, the same might be said of the assumed tendency for certain 
import-intensive types of expenditure to be financed by bank credit. 

Other of the mechanisms discussed have explained import movements 
in a way essentially different from the way in which they are explained 
by the model. They do not imply that the model is wrong, but they 
exist side by side with it and share with it the responsibility for explaining 
the movements in imports. Such is the dependence of import licensing 
on the availability of foreign exchange. Such also is the tendency for 
the import prices and import expenditures of industrial countries to be 
linked—via the demand of primary producing countries—to the demand 
for their exports. 

Finally, the mechanisms in which the elements of gross money crea- 
tion—particularly domestic credit expansion—play a responsive, rather 
than an autonomous, role do not purport to explain the movements of 
imports at all. However, all the types of mechanism discussed, and 
notably the last type, have the effect of increasing the correlation 
between gross money creation and imports. Since, when imports are 
forecast with the aid of the model, a substantial part of the effect on 
imports of changes in gross money creation is, in most countries, expected 
to occur in the same calendar year, any tendency for gross money creation 
to respond almost immediately to autonomous changes in imports will 
enhance not only the correlation between imports and gross money 
creation but also that between actual imports and those computed in 
accordance with the model. To this extent, the latter correlation will 
exaggerate the evidence in favor of the model. 

However, the variations in exports which constitute the major part 
of the variations in gross money creation almost certainly play a pre- 


2 Any attempt to arrive at such propensities empirically, however, would risk 
imputing to them a correlation between exports and imports that might be partly 
attributable to other causes. 
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ponderantly active role in relation to imports, i.e., they tend to generate 
imports rather than the other way round. Moreover, both capital 
movements and credit creation are certainly autonomous, to a consider- 
able extent. It is somewhat reassuring to observe that the countries for 
which the correlation between imports and computed imports is particu- 
larly good are, in general, not those for which there is reason to suspect 
that capital imports or credit creation behaves in an offsetting way so as 
to make the gross money supply adjust itself to imports. 


Policy Implications 


Several of the points made above have a bearing on policy. It has 
already been pointed out” that any particular act of credit expansion 
would probably lead to a smaller net expansion of credit owing to its 
effect on government finances. It might be added that, owing to the 
elastic character of the banking system—its responsiveness, in many 
countries, to the demand for credit or the scarcity of money—any single 
act of credit expansion (or contraction) is likely to be offset in part by 
responsive contraction (or expansion) in other directions. 

Even when the expansion of credit is measured on a net basis, however, 
it would be rash to deduce from the fact that gross money creation and 
imports move together that a deliberate curtailment of credit expansion 
would necessarily lead to a simultaneous decline of similar magnitude 
in imports. The apparent simultaneity in the relationship between 
credit expansion and imports is probably due in many cases (as shown 
above) to the fact that credit expansion alters in response to changes 
in the need for money created by changes in imports, or to the fact that 
a common cause affects simultaneously imports and credit expansion. 
It does not follow that a change in policy in regard to credit expansion 
would act on imports with anything like the same speed. It has already 
been recognized" that a large change in any of the elements of gross 
money creation might be at least temporarily offset in part by a change 
in the velocity of circulation. The historical variations in velocity, the 


_ effects of which are shown in Chart Series IT,!> would probably have been 
_ larger than they were had not the responsiveness of credit expansion or 
| capital movements to changes in the scarcity of money rendered such 


variations unnecessary. It does not follow that velocity would remain 
equally steady if domestic credit were manipulated for policy purposes. 
¥ Polak, op. cit., pp. 13-14. 
4 Ibid., p. 37. 
18 Polak and Boissonneault, op. cit., pp. 377-415. 
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A more encouraging implication, as far as the effect of credit policy on 
the balance of payments is concerned, may be drawn from the degree of 
responsiveness found to exist in capital movements. To the extent that 
capital is attracted by credit scarcity and high interest rates, an autono- 
mous policy to reduce the expansion of credit would tend to reduce the 
flow of net capital exports or increase that of net capital imports, thus 


bringing about a swifter remedial effect on the balance of payments than 
is implied in the model. 


























Relative Growth of Exports of 
Manufactures of United States 
and Other Industrial Countries 


Anne Romanis* 


HE PURPOSE of this paper is to inquire how far factors other than 
price competitiveness were responsible for variations in the U.S. 
share of world exports of manufactures over the period from 1953 to 1958. 
The U.S. share in exports of manufactures from the 11 leading indus- 
trial countries declined sharply from 1953 to 1955, rose slightly from 
1955 to 1956, and declined thereafter, particularly from 1957 to 1958 
(Chart I). However, the sharp fall in the U.S. share between 1953 and 
1955 was due primarily to a reduction in military shipments. In any 
assessment of U.S. export performance, there is a strong case for excluding 
changes in military shipments, since they are directly associated with 
changes in military aid and since the great decline in U.S. military 
shipments after the early 1950’s had no counterpart in the exports of 
the other industrial countries.! 

When military shipments are excluded, the U.S. share in industrial 
countries’ exports of manufactures declined from 26.5 per cent in 1953 
to 25.0 per cent in 1955, rose to 26.2 per cent in 1957, and fell to 23.6 
per cent in 1958. However, neither 1953 nor 1957 is an appropriate base 
year for a comparison of trends in the U.S. share of world exports. Much 
of the decline in the U.S. share of world trade between 1953 and 1954 
was due to the exceptionally rapid increase in German and Japanese 
exports, which by 1953 had not fully recovered from the effects of the 
war. In order to lessen the effect of this factor, the average of 1953 and 
1954 has been chosen as one benchmark. Again, 1957 was an atypical 
year, being exceptionally favorable for the United States owing to the 
effect of the Suez crisis in increasing U.S. exports to Western Europe 
and limiting Western Europe’s exports to certain other areas. Therefore, 

* Miss Romanis, economist in the Special Studies Division, is a graduate of Cambridge 
University. She was formerly on the staff of the Oxford University Institute of Statistics, 
the Programmes and Plans Division, Ministry of Production, London, the Economic 
Directorate, Organization for European Economic Cooperation, Paris, and the Eco- 


nomic Survey Division, United Nations, New York. She has published several articles 
on economic subjects. 

+«1It may be argued that fluctuations in economic aid also have direct repercussions 
on the level of U.S. exports of manufactures (more especially of capital goods), but the 
connection is not, in general, nearly as close as that between military aid and military 
shipments, and in the absence of any comparable series for “economic aid financed 
exports,” it is not possible to make an over-all allowance for the effect of fluctuations 
in U.S. economic aid upon U.S. exports of manufactures. 
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Cuart 1. U.S. SHare or Exports or MANUFACTURES 
(In per cent) 





US. Share of Exports of 
Manufactures lp 


US. Share of Exports of 
Monutactures, Excluding U.S. 
Military Shipments 


Share of U.S."Commercial 
Exports*in Exports of 


Monvfactures 2 








20 N ! N N n 
1953 1954 1955 1956 1957 1958 


Sources: U.S. exports of manufactures and U.S. exports of manufactures excluding 
military shipments were derived from U.S. Department of Commerce, Bureau of 
Foreign Commerce, World Trade Information Service, Part 3, No. 59-13, Total Export 
and Import Trade of the United States. For sources and description of exports of other 
countries, and of U.S. “commercial exports,” see Appendix II. 

1 U.S. share in total exports of manufactures of United States and countries listed in 
footnote 1, Table 2. 

2Share of U.S. “commercial exports” in total of U.S. “commercial exports” and 
exports of manufactures of countries listed in footnote 1, Table 2. 





it has seemed preferable to take 1956 as the second benchmark. On this 
basis, the outstanding feature of the period since 1953, on which it is 
hoped that the present study will throw some light, is the contrast 
between the steadiness of the U.S. share of world exports of manu- 
factures? from 1953-54 to 1956, and the considerable decline from 
1956 to 1958. 


SUMMARY AND CONCLUSIONS 


The first stage in the inquiry is to see whether changes in the composi- 
tion and in the direction of world trade were favorable to the United 
States between 1953-54 and 1956 but unfavorable between 1956 and 
1958. The growth, over both periods, of world trade in manufactures 
and of “commercial exports” of the United States (a concept closely 


2 Excluding U-S. military shipments. 
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related to nonmilitary exports)* is analyzed in some detail so as to reveal 
how far the United States could be expected to benefit (or suffer) more 
than the average industrial country from the disparate growth of trade 
in different products and different areas. To this end, trade in manu- 
factures is divided between nine product classes‘ and ten® market areas, 
chosen in order to distinguish, as far as the source data permit, product 
classes, or market areas, in which trade was rising more, or less, rapidly 
than the average, and product classes, or market areas, in which the 
U.S. share of trade was greater or smaller than the average. An estimate 
is then made of how far the U.S. share in exports of manufactures would 
have altered if the United States had maintained its 1953-54 share of 
exports in each of the nine product classes in each of the nine markets 
other than the United States between 1953-54 and 1956; and similarly, 
if it had maintained its 1956 shares between 1956 and 1958. 

The conclusion reached is that, while changes in the geographical 
structure of demand between 1953-54 and 1956 had little effect on the 
U.S. share of world trade in manufactures, changes in the commodity 
composition of world demand between 1953-54 and 1956 were slightly 
favorable to the United States. If the United States had maintained its 
share in each class in each market, its share of exports of manufactures 
to the world outside the United States would have risen by nearly 2 

*It is not possible to analyze changes in nonmilitary exports directly, since no data 
concerning the composition of military exports are published. See Appendix II for 


description of concept of “commercial exports.” 
4 The nine product classes distinguished (with their numerical codes under the Stand- 


ard International Trade Classification for reference) are as follows: 


Chemicals SITC Section 5 


Machinery, other than electrical SITC Section 7, Group 71 
Electrical machinery and apparatus SITC Section 7, Group 72 
Transport equipment SITC Section 7, Group 73 


Textiles (including yarn, fabrics, and related products SITC Section 6, Group 65 
but not clothing) 

Base metals SITC Section 6, Group 68 

Metal manufactures SITC Section 6, Group 69 


Miscellaneous finished goods (including clothing, SITC Section 8 
footwear, instruments, photographic material, 
toys, printed matter, building fittings, etc.) 


All other manufactures SITC Section 6, less 
Groups 65, 68, and 69 

The last class comprises manufactures of wood (SITC Group 61), paper (Group 62), 
rubber (Group 63), nonmetallic minerals (Group 64), precious metals (Group 66), and 
leather (Group 67). U.S. exports of this class consist largely of semimanufactured 
products. 

See Appendix II, Notes on Statistical Sources and Methods, for a description of the 
statistical problems involved in the analysis. 

5 Nine if, as in most sections of this study, the U.S. market is excluded. The nine 
other areas are listed in Table 4, p. 251. 
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per cent. Between 1956 and 1958, on the other hand, changes in the 
area distribution of demand were very unfavorable to the United 
States. In particular, exports of manufactures to dollar countries, 
notably Canada, declined, while exports to other areas continued to 
rise. Consequently, even had the United States maintained its share in 
each class in each market, its over-all share of exports to the world 
outside the United States would have fallen by 3 per cent. 

However, the contrast between the steadiness of the U.S. share of 
world exports of manufactures from 1953-54 to 1956 and its sharp 
decline from 1956 to 1958 is not fully explained by the change in the 
trend of the structure of world demand. Of equal importance is the 
marked deterioration in the performance of the United States in particu- 
lar classes of manufactures and markets. While the U.S. share of exports 
in 1956 was only 1.3 per cent less than it would have been if the United 
States had maintained its 1953-54 share of each product class in each 
market, the 1958 share of exports was 6 per cent less than it would 
have been if the 1956 share had been maintained (Table 1). 


Taste 1. PercentTaGE CHANGES IN U.S. SHARE OF 
Exports or MANUFACTURES! 





Resulting from 


Over-All Effect of Net loss of US. 
Change in structural trends share in each class 





US. Share? in — in — 





A. First period, 1953-54 to 1956 
B. Second period, 1956 to 1958 
Difference between periods (B — A) 





Sources: See Appendix IT. 

1 Excluding rts to the United States. 

2 Percentage change in share of U.S. “commercial exports” of manufactures within the total of U.S. “‘com- 
mercial exports” and exports of manufactures of industrial countries listed in footnote 1, Table 2. The share 
was 27.9 per cent in 1953-54 and 28.0 per cent in 1956. 

3 Combined effect of items F and G in Table 5, p. 252. 

4 Effect of item H in Table 5. 


In Part II of the paper, an attempt is made, through detailed studies 
for each of the nine product classes, to assess the importance of factors 
other than changes in competitiveness in causing the changes observed 
in the U.S. shares of exports of particular products to individual markets, 
and so to arrive at an indirect assessment of the trends in U.S. com- 
petitiveness in various fields. 

Changes in the U:S. share of exports of any one of the nine product 
classes to any market area may be due to several factors other than 
genuine changes in competitiveness, namely, (1) reduced (or increased) 
discrimination against U.S. goods, (2) especially favorable (or unfavor- 
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able) composition of U.S. exports within a product class, and (3) other 
special circumstances tending to increase (or decrease) the U.S. share 
of exports. 

While the impact of changes in the degree of adverse discrimination 
is easily understood, the other factors require some explanation. The 
possibility that changes in the U.S. share of exports may arise because 
the composition of its exports within a particular product class is 
atypical while the demands for the different products within the class 
grow at widely divergent rates is, of course, enhanced by the broadness 
of the commodity grouping employed. “Special circumstances” affecting 
the U.S. export share refer to changes in competitiveness induced 
by demand factors that are temporary or otherwise exceptional. Such 
changes are not indicative of underlying trends in competitiveness 
in the sense in which we are considering them here. 

The very diverse trends in the U.S. shares of exports of the same type 
in different markets convey an impression of the importance of the 
three types of factor outlined above, and particularly of changes in the 
degree of discrimination. While in the dollar area the United States 
failed to maintain its share of manufactured exports both between 
1953-54 and 1956 and between 1956 and 1958, in the non-dollar world® 
it succeeded in increasing its share of exports between 1953-54 and 
1956, but failed to do so from 1956 to 1958. In view of what happened 
in the dollar area, it may be doubted whether the United States would 
have maintained, let alone have increased, its share of trade with the 
non-dollar world between 1953-54 and 1956 but for demand factors, 
such as reduced discrimination against U.S. exports, or factors tem- 
porarily stimulating U.S. exports of certain types to particular markets 
in 1956. If it had not been for these factors, the U.S. share of trade in 
manufactures would have shown a more or less steady decline from 
1953-54 (and earlier)—a trend which would seem to require a long-term 
explanation rather than one based on any change in circumstances from 
1956 to 1958. 

The general conclusion which emerges from the detailed assessments 
is that there does not seem to have been a marked acceleration in the 
deterioration of U.S. competitiveness after 1956, except in two very 
important groups, transport equipment and nonelectrical machinery. 
In both these groups, the U.S. competitive position seems to have 
weakened between 1953-54 and 1956, and even more between 1956 and 
1958; in the earlier period, however, this weakening was apparently 
masked by certain special circumstances tending to favor U.S. exports 
in both dollar and non-dollar areas and by changes in the degree of 


6 Tn this study “the non-dollar world” is to be understood as excluding the communist 
countries. 





246 INTERNATIONAL MONETARY FUND STAFF PAPERS 


discrimination against U.S. exports in non-dollar areas. The U5. 
competitive position in metals (i.e., steel) also seems to have weakened 
from 1953-54 to 1956, although the U.S. share in non-dollar markets 
increased as a result of specially favorable demand conditions in Western 
Europe in 1956. If the subsequent reversal of these conditions is taken 
into account, the U.S. competitive position in metals does not seem to 
have worsened greatly between 1956 and 1958. 

To sum up, the sharp contrast between the maintenance of the U.S. 
share of world exports of manufactures between 1953-54 and 1956 and 
the sharp fall between 1956 (or 1957) and 1958 seems to have been due 
very largely to two factors: (1) the change in the structure of world 
import demand, which was slightly favorable to the United States in 
the earlier period but decidedly unfavorable between 1956 and 1958 
and (2) the increase in the U.S. share in non-dollar markets from 1953-54 
to 1956, brought about by a reduction in the degree of discrimination 
applied in these markets against dollar imports, and by the development 
of boom conditions in several Western European countries and in Japan. 

But for these factors, the U.S. share of world trade in manufactures 
would probably have shown a more or less steady decline from 1953-54 
or earlier, owing, in the main, to a weakening competitive position in 
the field of transport equipment and other engineering products. A 
principal cause of the weakening of the U.S. competitive position over 
the period as a whole seems to have been the narrowing of the technical 
lead which the United States possessed in these fields after the war. 


I. Influence of Structural Changes on U.S. 
Share of World Trade in Manufactures 


In this section an attempt is made to see how far broad structural 
changes in the composition or direction of world demand for manu- 
factures (excluding U.S. military shipments) may have been responsible 
for the 1958 decline in the U.S. share below the level which had been 
approximately maintained for several years previously. 

The concept of U.S. “commercial exports” employed in this paper 
requires some explanation. Since no data are published concerning the 
composition of military exports, the changes in U.S. nonmilitary exports 
of different products can be estimated only by making certain assump- 
tions. It seems that most military shipments are manufactures’ and 
that a large proportion probably consists of “special category”’ exports, 

7 US. trade statistics show all military shipments as “finished manufactures,” but 


some may consist of petroleum products, etc., which are included under the U.S. 
definition but are excluded under the SITC definition of manufactures. 





RELATIVE GROWTH OF EXPORTS OF MANUFACTURES 247 


i.e., of a varying list of strategic items for which data concerning destina- 
tion (and, in a few cases, composition) are withheld for security reasons. 
But military exports do not consist exclusively of special category items, 
although the total value of the latter considerably exceeds that of 
military shipments. Thus for particular groups of manufactures, such 
as aircraft, motor vehicles, wireless and electrical apparatus (where both 
military shipments and special categories are large), the rate of growth 
of nonmilitary exports can only be guessed, with a fairly wide margin 
of error, from the figures of exports excluding special category items. 

The definition of “commercial exports” used here corresponds, as far 
as is consistent with the need for adequate data on distribution between 
markets, to the most reasonable estimate of the value of nonmilitary 
exports in each class. The trend of total “commercial exports” thus 
defined corresponds quite closely to that of U.S. nonmilitary exports of 
manufactures (Chart I and Table 2). 


TaBLE 2. Exports or MANUFACTURES OF UNITED STATES 
AND OrHer INpuUsTRIAL CouNTRIES! 


(Indices of value; average 1953-54 = 100) 





1955 1956 
(1) (2) 





United States 
Total exports of manufactures rm P . 94 
Total exports of manufactures excluding military shipments* 114 
“Commercial exports” of manufactures as defined in this paper 114 








Countries other than United States 

Total exports of manufactures . 120 
Total exports of manufactures to world excluding UnitedStates 120 
Total exports of manufactures to United States 116 











Sources: U.S. exports of manufactures ion shipments were derived from data in U.S. Depart 
rvice, 


ment of Commerce, World Trade Information » Bureau of Foreign Commerce, Part 3, No. 59-13, 
Total Export and a Trade of the United States. For sources and description of other series, see Appendix II. 
1 Belgium-Luxem , Canada, France, Federal Republic of Germany, Italy, Japan, Netherlands, Sweden, 
Switzerland, and United Kingdom—plus India and Hong Kong for exports of textiles and clothing only. 
3It is assumed that all U.S. military shipments comprise “manufactures” as defined in Standard Inter- 
national Trade Classification (SITC). 





The method of analysis has already been outlined, but it may be help- 
ful to describe briefly the relation of Tables 3-12 to the analysis.® Table 3 
deals with the commodity composition of exports; it shows the growth of 
industrial countries’ exports of the nine product classes distinguished, 
and their relative importance in the total and in U.S. exports of manu- 
factures. Table 4 gives similar information concerning market distri- 
bution. Table 5, which is the keystone of the argument, summarizes 


® For description, see Appendix II. 
*See also Appendix III for mathematical definitions of concepts employed. 
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the estimates of the effect of structural factors and of net losses of shares 
in exports of each class in each market. 


These estimates are obtained as follows. From Table 3 an estimate is 
derived for the increase in U.S. exports of manufactures which 
would have occurred if the United States had maintained its share 
in exports of each of the nine product classes; this is shown in line B 
of Table 5. The difference between this increase and the increase in ex- 
ports of manufactures of all industrial countries in each period measures 
the U.S. advantage arising from the commodity composition of its 
exports and the relative trend of demand for the various product 
classes (line F of Table 5). To take account of the effect of the differing 
rates of expansion of demand for exports of manufactures in different 
markets (shown in Table 4), a more refined estimate is then made of the 
increase in U.S. exports of manufactures which would have resulted 
if the United States had maintained its share of exports of each of the 
nine product classes in each of the nine market areas; this increase is 
shown in line C of Table 5. The difference between this rate of growth 
and the increase in all industrial countries’ exports of manufactures is 
taken to measure the U.S. advantage or disadvantage from structural 
trends in the commodity composition and market distribution of world 
demand (lines F and G, respectively, in Table 5). The extent to which 
the actual increase in U.S. exports of manufactures falls short of the 
increase shown in line C reflects the failure of the United States, on 
balance, to maintain its share of exports of each product in each market 
(line H in Table 5); this is referred to in later tables as the “net effect 
of changes in market shares.” 


Tables 6-12 provide additional detail. Tables 6, 9, and 12 deal with 
the nine product classes individually. Table 6 shows in which product 
classes the United States failed to maintain its share of exports and how 
far this was due to the structural effect of market distribution, on the one 
hand, or to net losses in market shares, on the other; Table 9 shows net 
gains and losses of market shares in the dollar and non-dollar areas; and 
Table 12 gives further detail on gains or losses of shares in seven of the 
nine markets distinguished in the analysis. (The communist countries 
are not shown since the U.S. share in exports of manufactures to this 
market is negligible; nor is Japan, owing to the uncertainty of the 
estimates for that market.) Table 7 shows the combined effect of gains 
and losses in the U.S. shares in exports of all nine product classes in 
each market, and Table 8 shows, for reference, the actual shares of 
exports of manufactures from the United States to each of the eight 
markets other than the communist countries. Tables 10 and 11 show the 
importance of rapidly rising exports to the communist countries as a 
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structural factor contributing to the fall in the U.S. shares in exports 
of manufactures. 


EFFEcT OF CHANGES IN CommopitTy ComposITION OF WorRLD DEmanp 


Both from 1953-54 to 1956 and from 1956 to 1958, the United States 
benefited from the fact that the greatest increase in world demand was 
for engineering products and chemicals—which comprise a larger share 
of U.S. exports of manufactures than of those of the other countries 
combined; textiles, a stagnating group, are much less important among 
U.S. exports (Table 3). Thus, if U.S. exports had moved in line with 
world exports of each of the nine commodity groups distinguished in 
this analysis, total U.S. exports of manufactures would have increased 
somewhat faster than the average in both periods, with the result that 
the U.S. share of exports of manufactures to the world excluding the 
United States would have risen by more than 1) per cent between 
1953-54 and 1956 and by 2 per cent between 1956 and 1958. 


ErFrect oF CHANGES IN Market DistrisuTION oF WorLD DEMAND 


Since the geographical distribution of U.S. exports differs quite 
radically from that of the exports of industrial countries in general, the 
share of the United States in total exports of manufactures may vary 
substantially as a result of divergent trends in different markets. Dollar 
markets and markets in the Western Hemisphere are relatively much 
more important to the United States than to the other countries (when 
their exports to the United States are excluded), while markets in the 
Eastern Hemisphere are relatively more important to the other countries 
than to the United States, and markets in the communist countries! in 
particular are of negligible importance to the United States (Table 4). 


From 1953-54 to 1956, the relative growth of demand in different 
markets was not such as either to hamper or to favor the growth of US. 
exports of manufactures versus those of other countries (Table 5). Ex- 
ports of manufactures to Eastern Europe and Mainland China rose con- 
siderably faster than exports to the world excluding the United States, 
but so did exports to Canada and Japan. From 1956 to 1958, however, 
demand was tilted very unfavorably for the United States. Exports of 
manufactures to Canada and dollar Latin America, which account for 
over half of U.S. exports of manufactures and less than 7 per cent of those 
of other countries, fell by 2 per cent, while the value of manufactured 


10 Albania, Bulgaria, Czechoslovakia, Eastern Germany, Hungary, Poland, Rumania, 
U.S.S.R., and Mainland China. 
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TaBLeE 4. DistripuTion or Exports or Manuractures BY Nine MaRrKETs, 
AND InpIcEs oF VALUE or Exports To Each MarKET 
(All figures relate to exports to world excluding the United States.) 


Distribution of Exports, Growth of Demand: 
Percentages of Total Indices of Value? 








Average, 1953-54 1956 1956 1958 





United Industrial United Industrial (1953-64 (1956= 
Exports to! — — — = 100)° 100) 





29.5 
21.3 
2. 
7 
10.0 
18.9 
6.8 
3.5 


Canada . 

Dollar Latin America 

Japan ; : 

Non-dollar Latin America 

“Other Eastern Hemisphere” n.e.s. 

OEEC countries 

Rest of sterling aren == 

Dependent overseas territories 

Eastern Europe, U.S.S.R., and 
Mainland China 


All areas other than United States 100.0 


Sources: See Appendix II. : 

1 Markets peck by importance of U.S. share in total exports of manufactures (see Table 8). 

3 For United States, percentages of “‘commercial exports” of manufactures; for industrial countries, nt- 
ages of total U.S. “‘commercial exports” and exports of manufactures from countries listed in footnote 1, Table 2. 

3 Indices of industrial countries’ exports of manufactures to each area. 
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exports to all areas excluding the United States rose by 8)4 per cent.!! 
Of this increase about one sixth arose from the continued rapid increase 
of exports to Eastern Europe, the U.S.S.R., and Mainland China. Ex- 
ports to the world excluding the communist countries and the United 
States rose by less than 714 per cent(see Table 10). 

With the exception of transport equipment, the unfavorable changes 
in the pattern of demand constituted a major factor for each of the 
seven product classes for which the U.S. share of world exports declined 
between 1956 and 1958. (There was no fall for textiles or metal manu- 
factures.) As Table 6 shows, the unfavorable effects of market distribu- 
tion accounted for all of the decline in the U.S. share of chemicals and 
miscellaneous finished goods, most of the decline in electrical machinery, 
more than half the decline in base metals, and about 40 per cent of the 
decline in nonelectrical machinery. The very rapid growth of other 
countries’ exports to the communist countries was an important element 
in the decline of the U.S. share of world exports of chemicals, non- 
electrical machinery, and base metals.” 

Jt may be noted that the exclusion of exports to the United States reduces the 
growth of other countries’ exports only very slightly between 1953-54 and 1956, and 
has no effect between 1956 and 1958 (see Table 2). The continued rapid growth of 
exports to the United States between 1957 and 1958 was, however, responsible for 
about half the expansion in other countries’ manufactured exports; thus the decline in 
the U.S. share of exports to the world outside the United States between 1957 and 
1958 was not as great as the over-all figures would suggest. 

2 As may be seen from a comparison of column 2 of Table 11 with the final column 
of Table 6, this accounts for about three sevenths of the fall in the U.S. share of chemical 


exports between 1956 and 1958, about one sixth of the fall in nonelectrical machinery, 
and one seventh in base metals. 
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Taste 5. Growrts or Exports oF MANUFACTURES FROM INDUSTRIAL CouNTRiEs! 
AND FROM THE THE UNITED STATES 





Percentage Change in Value 


1953-54 to 1956 1956 to 1958 
(1) (2) 








A. Growth of industrial countries’ expurts of manufactures to world ex- 

cluding United States 33.3 
B. Growth in U.S. exports if share in each of nine product classes had been 

maintained? 34.9 
C. Growth in U.S. exports if share in each product class in each market had 

been maintained 35.0 
D. Actual growth in U.S. exports of manufactures 33.7 


E. or pe growth of U.S. exports and average for all countries 


0.4 
F. be 2 fi mmodi mposition (B — A) 1.6 
. U.S. advan rom co ity co ition (B — d 
G. US. a from market distur ion (C — B) 0.1 

H. Net balance of gains or losses (—) of U.S. shares in each class in each 
market (D — C) —13 





Sources: See Appendix II. 


1 U.S. “commercial exports” and exports of manufactures from countries listed in footnote 1, Table 2. 
3 In other words, the averare increase in industrial countries’ exports of nine classes of manufactures weighted 
according to their shares in U.S. “commercial exports” rather than their actual importance in the total exports 
of manufactures of industrial countries to the world excluding the United States, as in line A. 


The contrast between the development of demand in the period from 
1953-54 to 1956 and the development from 1956 to 1958 may be summed 
up as follows: If the United States had maintained its share of exports 
in each of the nine classes in each of the nine markets distinguished, its 
share of exports of manufactures would have increased by 1.7 per cent 


from 1953-54 to 1956, owing mainly to the favorable composition of its 
exports. Between 1956 and 1958, however, its share of exports would have 
fallen by 3.0 per cent, an unfavorable market distribution outweighing 
a favorable commodity composition (see Tables 1 and 5). 


II. Export Performance of the United States in 
Different Product Classes and Markets 


Superimposed on this adverse development in the broad structure of 
world demand from 1956 to 1958 was the marked deterioration in the 
U.S. performance in particular classes of manufactures and markets, 
mentioned above. This marked worsening was by no means general, but 
rather surprisingly concentrated. In four" of the eight market areas the 
net fall in the U.S. shares in the nine product classes was smaller than the 
similar fall between 1953-54 and 1956 (Table 7). In five of the nine 
product classes, there was little or no decline in the U.S. share of trade 

13Jn dollar Latin America, the Dependent Overseas Territories, Japan, and “Other 


Eastern Hemisphere” countries. Changes in the very small share of the United States 
in exports to the communist countries are of no significance. 
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Taste 6. Tue Errect, ror Nine Propuct Cuiasses, of CHANGES IN THE MARKET 
DISTRIBUTION OF DEMAND, AND OF CHANGES IN THE U.S. SHARE oF Exports TO 
ParticuLaR Markets, upon THE U.S. SHarE or Exports or MANUFACTURES TO 
tHE Wortp Exctupine THE UnitTep States! 





Net Effect of 
Effect of Market Changes in Total Gain 
Distribution? Market Shares* or Loss‘ 


SITC Product 1953-54 1956to 1953-54 1956to 1953-54 1956 to 
Code Class “— we 








Net loss in market shares, 1956 to 1958 
73 Transport equipment . —0.4 
71 Machinery, nonelectrical 
68 Base metals 


Little change in market shares, 1956 to 1958 
72 Machinery, electrical — 
5 Chemi -0.2 
“Other” manufactures, Section 6 —0.2 


Some gain in market shares, 1956 to 1958 
65 Textiles . X \ —-0.5 
69 Metal manufactures i " \ 7 0.3 
8 Miscellaneous finished goods 7 I -1.0 

Total manufactures —1.2 





Sources: See Appendix II. 


1 Figures show the resultin percentage increases or reductions (—) (from 1953-54 to 1956, or from 1956 
to 1958) = share of US ‘commercial exports” of manufactures within the total of U.S. “commercial 


exports” and exports of manufactures from other industrial countries to the world excluding the United States 
(see Tables 1 and 5). 


2 Detail by product class of line G in Table 5. 
3 Detail by product class of line H in Table 5. 


4 Detail by product class of the difference between the actual growth in U.S. exports and the average growth 
in industrial countries’ exports as it would have been if the nine classes of manufactures had had the same 
relative weights as in U.S. trade (line D minus line B in Table 5). 


between 1956 and 1958 over and above the decline which might have 
been expected as a result of changes in the distribution of demand be- 
tween areas (Table 6). This pattern is hardly what would be expected if 
the decline in the U.S. share of world trade in manufactures had been due 
primarily to reduced competitiveness of U.S. manufactures in general. 
It suggests that a major part of the deterioration in the U.S. performance 
between 1956 and 1958 may have reflected demand factors specific to 
certain market regions or classes of exports. 

In view of the prevalence of discrimination against U.S. exports in 
the early 1950’s, it seems possible that changes in the degree of dis- 
crimination against U.S. exports may have had some bearing on the 
changes in U.S. shares of exports to particular markets. As shown in 
Table 7, the United States failed to maintain its shares of different 
classes of manufactured exports in the markets of the dollar area from 
1953-54 to 1956, and did only slightly worse from 1956 to 1958; in the 
non-dollar markets, however, there was no corresponding decline of 
shares from 1953-54 to 1956, but a substantial fall occurred between 
1956 and 1958. 
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TasBLe7. Net Errect or CHANGES IN THE U.S. SHare or Exports or NINE Propuctr 
CuassEs IN D1FFERENT MARKETS UPON ITs SHARE OF Exports OF MANUFACTURES 
IN THE VaRIOUS MARKETS, AND TO THE WoRLD ExcLupiInG THE UNITED STATES 





Effect Upon U.S. Share of Exports to 


Market World excluding 
shown! United States* 








1953-54 1956 1953-54 1956 
to 1956 = to 1958 
(1) (2) 





Dollar markets 
—1.4 —4.1 
Dollar Latin America J —4.1 
Total dollar markets é —4.1 


-14.9 
Rest of sterling area 
Dependent overseas territories 
Non-dollar Latin America 


Japan® 
“Other Eastern Hemisphere’”’ n.e.s. 
Total non-dollar markets 


All markets 


Sources: See Ap ix IT. 

1 geo Liye e percentages by which = ve oS — a eye {iefned beow) to —_ 
market wo! ave i d or d d (—) (from 3-54 to } or from to as a result 
— of gains or losses of shares within each of the nine product classes, i.e., —— the advantage 
which the United States derived from the more favorable composition of its rts to each market. The actual 
USS. shares in exports of manufactures to these markets in 1953-54, 1956, and 1958 are shown in Table 8. 

2 Figures show the resulti percentage increases or reductions (—) (from 1953-54 to 1956 or from 1956 
to 1958) in the share of U.S. “commercial exports” of manufactures within the total of U.S. “commercial 
exports” and exports of manufactures from other industrial countries to the world, excluding the United 
States (see Tables 1 and 5). , ; 

8 for Japan are cpenetnaiion. Apart from metals, the United States probably more or less main- 
tained its share of trade in both periods. 

4 The sharp decline in the U.S. share of exports to this area was due mainly to very large transfers of new 
ships from other industrial countries to Liberia in 1956, and to the fact that the impact of the recovery of 


Japanese textile exports, from an abnormally low level, was felt principally in this area (see Table 9). 








In three of the non-dollar markets (QEEC countries, Rest of Sterling 
Area, and non-dollar Latin America), the U.S. share of manufactured 
exports rose considerably from 1953-54 to 1956; and in the two areas 
where the U.S. share fell heavily (Japan and “Other Eastern Hemi- 
sphere’’), the fall was due largely to circumstances affecting one or two 
classes of manufactures.“ Thus the fall in the U.S. share of Japanese 
imports of manufactures arose predominantly from the fall in its share 
of greatly expanded Japanese steel imports. But where exports of a 

14 The rise or fall referred to here comprises the sum of losses (or gains) of shares in 
each of the nine product classes of exports witbin each market as shown in Table 7. 
In every case except one (the non-dollar Latin American market from 1953-54 to 1956), 
changes in the commodity composition of demand tended to increase the U.S. share of 
total exports of manufactures to each market. Consequently, in each market except 
non-dollar Latin America its share fell by a smaller percentage (or rose by a larger per- 


centage) than is shown in Table 7. The U.S. shares in exports of manufactures to the 
nine market areas in 1953-54, 1956, and 1958 are given in Table 8. 
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Taste 8. U.S. SHare or Exports or MaNuractTuREs To E1igHt Markets! 





Per Cent of Total 


1956 
(2) 








Dollar Markets 

Dollar Latin America 

Total dollar markets? 

Other Markets 

OEEC countries 2 
Rest of sterling area 3.4 
Dependent overseas territories 9.6 
— Latin America : 
a} 60.0 Z 58.0 
aber Eastern Hemisphere” n.e.s x 21.0 

Total non-dollar markets?* 18.2 4 16.6 








1S. ‘ fate a of manufactures as per cent of total of U.S. “commercial exports” a 
of br maven —_ expr oman © (listed in seataets 1 1, Table 7 to —_ area. bn on footnote 1, ae le 7. 
in the ‘cen share o! reflect not on in the share o! rts to 
markets within cual ane, gt the wkddengel in the tne Svotion of demand between pte ng = 


area. 
§ Excluding the communist countries. 





certain product to a particular market are usually very small, and 
drawn predominantly from one country, it would seem natural for that 
country’s share to fall considerably if an enormous expansion in demand 
makes it worthwhile for other suppliers to enter the market. This may 


not be due to reduced competitiveness on the part of the usual supplier. 
The marked fall in the U.S. share of exports to the “Other Eastern 
Hemisphere” market is explained principally by very large transfers of 
ships from other industrial countries to Liberia in 1956. The U.S. share 
of textile exports to this area also declined considerably as Japan 
regained its prewar share of world trade in textiles. 

The striking contrast in the development of U.S. trade with dollar 
and non-dollar areas between 1953-54 and 1956 is shown in Table 9. 
In the dollar area, the United States lost ground in every product class 
except nonelectrical machinery; the great increase in U.S. direct invest- 
ment in dollar countries was a favorable factor for U.S. exports of this 
class.!5 In the non-dollar area, the United States showed marked gains 
in virtually every class except the two machinery classes; the degree of 
discrimination against U.S. imports was probably initially lower for 
machinery than for other manufactures. 

The earlier gains in the U.S. share of exports of nonelectrical machinery 
to dollar areas were reversed from 1956 to 1958, and there was a much 
greater fall in the U.S. share of exports of transport equipment, electrical 


18 See page 261. 
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TasLte9. Net Errect, ror NinE Propvuct CuasseEs, OF CHANGES IN THE U.S. SHare 
or Exports To PARTICULAR MARKETS IN THE DOLLAR AND Non-Do.Luar AREAS UPON 
THE U.S. SHarE or Exports To THE WoRLD ExcLupDING THE UNITED STATES 





Effect of Gains or Losses of Shares 
in Particular Markets in Difference Between 


Peri 
Dollar area! Non-dollar area! 


Product 1953-54 1956to 1953-54 1956to Dollar Non-dollar 
Class to 1956 958 6 1958 area 











Machinery, nonelectrical 
Transport equipment 
Machinery, electrical 


Chemicals 
Base me! 


Textiles 


Miscellaneous finished goods 
Metal manufactures 
“Other” manufactures, Section 6 





Sources: See Appendix IT. 


1 Figures show the resulting percentage i increases or eprom (—) (from 1953-54 to 1956, or from 1956 
ps 1958) in the fondo of U.S. “commercial exports” of manufactures within the total of U.S. “commercial 
’’ and exports of manufactures from other industrial countries to the world excluding the United States 

we Tables 1 and 5). Analysis by areas of figures shown in columns 3 and 4 of Table 6. 


_ 27Excluding the reduction in the U.S. share 7a from large transfers of ships to Liberia by other countries 
in 1956. The effect of this is shown in lower line. 


3 Excluding effect of reduced U.S. share in the greatly increased exports of metals to Japan in 1956. 


4 OEEC countries and related areas (rest of sterling area and dependent overseas territories) and non-dollar 
Latin America. 


5 Other Eastern a n.e.s. The impact of the recovery of Japanese exports from a low level in 1953-54 
was felt principally in this area. 


machinery, and chemicals to these markets than had occurred from 
1953-54 to 1956. On the other hand, the U.S. share of exports of base 
metals, textiles, and miscellaneous finished goods to dollar markets in- 
creased from 1956 to 1958, and its share of metal manufactures and 
“other” manufactures fell less than during the earlier period. 

In non-dollar areas, the worsening of the U.S. performance from 1956 
to 1958, when compared with the previous period, was at least as pro- 
nounced as in dollar areas in regard to nonelectrical machinery, transport 
equipment, and chemicals. In addition, there was a sharp reversal of 
former gains in base metals and “other” manufactures, and signs of 
weakening in metal manufactures and textiles.’* It would seem that re- 
ductions in discrimination against U.S. goods and special circumstances 
in particular non-dollar markets favored the maintenance of the U.S. 
share of certain exports to non-dollar markets from 1953-54 to 1956, 
and caused a sharper contrast to appear when such factors were operat- 
ing less strongly, or were even reversed, from 1956 to 1958. 

The peculiar development of U.S. trade with non-dollar Latin America 
should, however, be noted at this point. As Table 8 shows, this is the 


16 When the effect of Japan’s postwar recovery of its former textile markets in the 
Middle East and Far East between 1953-54 and 1956 is excluded. 
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one area where the United States increased its share of manufactured 
exports not only from 1953-54 to 19561” but also from 1956 to 1958. It 
is also the only area in which the United States gained a substantially 
larger share of the market for machinery and transport equipment 
between 1956 and 1958.'* This development would seem to reflect an 
increase in pro-dollar discrimination resulting from the sharp increase 
in credits from the Export-Import Bank of Washington to Argentina, 
Brazil, and Chile from 1956 to 1958.19 


In Appendix I, an attempt is made to estimate indirectly how far the 
changes in the U.S. shares of exports of each of the nine product classes 
in different markets reflect genuinely increased (or reduced) competitive- 
ness. This is done by assessing the possible importance of other factors, 
mentioned earlier, namely, changes in the degree of discrimination 
against U.S. goods and special demand factors tending to favor (or 
hamper) the growth of U.S. exports, either within a particular market 
or within a particular class of manufactures. The reader is referred to 
Tables 6, 9, and 12 and the earlier description of their content. 

The conclusions of these detailed studies may be summarized as 
follows: 


The U.S. share of world trade in manufactures was much more affected 
by decreases in the U.S. shares of exports of each product to each market 
from 1956 to 1958 than from 1953-54 to 1956. However, the marked 
acceleration in the deterioration of the U.S. competitive position was 
confined to the two groups, transport machinery and nonelectrical 


17 Part of the rise in the U.S. share over this period occurred in base metals, miscel- 
laneous finished goods, and “‘other” manufactures (as Table 12 shows); this seems to 
have been due to a drop in the value of exports from several European countries, notably 
France, Belgium-Luxembourg, and Sweden. The subsequent recovery of European 
exports largely explains the fall in the U.S. share of exports in SITC Sections 6 and 8 
to non-dojJar Latin America between 1956 and 1958. 

18 The major part of the gain seems to have been in industrial machinery, but the 
U.S. share in exports of railway equipment also increased (see page 262). 

19 The rise in disbursements by the Export-Import Bank more than offset reductions 
in U.S. private direct investment in Brazil and Chile, as shown by the following figures, 
in millions of U.S. dollars: 


Argentina Brazil Chile 


— 32 
1958 61 164 33 
Total, Export-Import Bank Disbursements 
and U.S. Direct Investment 
1956 


Export-Import Bank Disbursements 
1956 


— 87 33 
1958 69 190 58 
The increase in the value of U.S. exports implied by the increases in the U.S. shares in 
total exports of machinery and transport equipment to Argentina, Brazil, and Chile, 
from 33, 48, and 57 per cent, respectively, in 1956 to 51, 59, and 65 per cent in 1958 was 
in each case roughly commensurate with the increase in the total of Export-Import 
Bank disbursements and U.S. direct investment combined. 
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machinery. In both these groups, the U.S. competitive position seems 
to have been weakening between 1953-54 and 1956, and still more 
between 1956 and 1958; in the earlier period this weakening was masked 
by especially favorable demand developments in both dollar and non- 
dollar areas, and by changes in the degree of discrimination against U.S. 
exports.” In the other engineering group (electrical machinery and 
apparatus), the U.S. share of exports dropped substantially between 
1953-54 and 1956 in the face of an increasing German export drive. The 
slight gain in this group in the non-dollar area from 1956 to 1958 arose 
principally from the increase in the U.S. share of exports to non-dollar 
Latin America. 

The U.S. competitive position in base metals also seems to have weak- 
ened between 1953-54 and 1956, although its share in non-dollar markets 
increased as a result of especially favorable demand conditions in 1956. 
If the reversal of these conditions is taken into account, the U.S. com- 
petitive position in the group of metals as a whole does not seem to have 
changed very much between 1956 and 1958. 

The United States appears to have maintained its share of chemical 
exports to particular markets both from 1953-54 to 1956 and from 1956 
to 1958. The group data must be regarded with caution, however, since 
they may conceal an exceptionally favorable composition of US. 
exports, particularly in areas outside the Western Hemisphere. The 
marked increase in the U.S. share of chemicals to most non-dollar 
markets between 1953-54 and 1956 probably reflected reduced dis- 
crimination, and especially favorable demand conditions in Europe in 
1956, while the continued rise in the U.S. share of chemical exports to 
OEEC countries may have been due to a favorable commodity composi- 
tion and further liberalization of imports from the United States. Even 
when account is taken of these factors, however, it does not appear that 
the United States was losing ground in chemicals. 

In consumer goods—textiles, metal manufactures, and miscellaneous 
finished goods—reduced discrimination against dollar supplies in many 
countries enabled the United States to increase its share of exports be- 
tween 1953-54 and 1956. However, the U.S. share of trade was sharply 
reduced in a few markets where the impact of the rapid increase in 
Japan’s exports from their low level in 1953-54 was concentrated. 
Especially after 1956, the United States tended to benefit from the com- 
position of its exports in these groups. 

A principal cause of the weakening in the U.S. competitive position 
in transport equipment and other engineering groups over the whole 


20 Demand factors probably explain the slight net improvement in the U.S. shares 
of different markets for nonelectrical machinery, while changes in the degree of discrimi- 
nation may explain the slight improvement for transport equipment when the special 
effect of transfers of ships to Liberia in 1956 is excluded (see Table 9). 
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period between 1953-54 and 1958 seems to have been the narrowing of 
the technical lead which the United States possessed in these fields after 
the war. Thus a significant part of the decline in the U.S. share of exports 
of transport equipment, for example, was due to the leadership which 
British aircraft producers captured, at least temporarily, in 1958, in 
supplying turbo-jet planes for commercial service. The sharp declines 
in the U.S. share of exports of motor vehicles reflect the fact that heavy 
investments, often by U.S. subsidiaries, coupled with greater availability 
of steel supplies and skilled manpower to the export trades, have in 
recent years enabled European producers to put ever-increasing quanti- 
ties of the most up-to-date models on the world market, and so reap the 
full advantage of their lower wage levels for the first time since the war— 
perhaps for the first time since the United States went ahead in the mass 
production of automobiles during World War I. Similar considerations 
apply throughout the field of engineering products. The trend toward a 
gradual lowering of European steel prices—if the effect on these prices 
of the boom and the subsequent easing of demand are discounted—may 
also reflect relatively greater technical progress from a lower level of 
efficiency and smaller scale operation. 

On the other hand, it is perhaps not surprising that the U.S. competi- 
tive position seems to have been maintained in chemicals, since this, 
together with electronics, is probably the field in which the most sub- 
stantial advances in technique have been introduced in the United States 
over the last few years. 

It is also perhaps not surprising that there does not seem to have been 
any very marked change in the U.S. competitive position in textiles, 
metal manufactures, or the diverse group of miscellaneous finished 
goods. For whereas the desire to acquire the latest type of machinery 
or transport equipment is likely to be the decisive factor when one 
country is ahead in developing a new line, considerations of relative cost 
are likely to be more important for nondurable goods or household 
furnishings. Not only is innovation generally less significant (excluding 
fashion changes which consist essentially of ringing the changes), but 
in these fields there had been few developments comparable to the 
speeding up of technical advance in the engineering industries of the 
United States under the impact of war production. The element of a 
nairowing technical leadership was therefore, in general, less important 
for consumer nondurable goods. Moreover, the U.S. competitive position 
was initially less favorable for many consumer goods than for engineering 
products, metals, or chemicals, since wages constitute a larger element 
of the cost of most consumer goods, so that the higher absolute level of 
U.S. wages is likely to be 2 more serious obstacle to competitiveness in 
these fields. Even in 1953-54, the relatively small U.S. exports of these 
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groups went mainly to nearby markets, such as Canada and dollar 
Latin America, where lower transport costs and easier access to U.S. 
suppliers gave certain U.S. exports a considerable natural protection 
against increasing competition from other industrial countries. 


Taste 10. Impact or Rapiwty Expanpinc Exports To ComMuNIST CoUNTRIEs,! 
1953-54 to 1956, anp 1956 To 1958 





Indices of Value of Manufactured Exports 


Weight of To world excluding To world 
Exports to To ___ both United States excluding 
SITC Product Communist communist andcommunist United 
le Class? Countries* countries countries 


(2) (3) 








1953-54 to 1956 


Transport equipment 
Base m tals 

Ch-micals 

Misc llan ous finished goods 
Machinery, nonelectrical 
“Other” manufactures, Section 6 
Machinery, electrica! 

Textiles 

Metal manufactures 


Total manufactures 


= Seb moni 
N PON ROOK 


1956 to 1958 


Machinery, nonelectrical 
“Other” manufactures, Section 6 
Metal manufactures 

Machinery, electrical 

Chemicals 

Base metals 

Miscellaneous finished goods 
Textiles 

Transport equipment 


Total manufactures 


No pO Ore 
— CMCOWN WWW 





Sources: See Appendix II. ; 
1 Albania, Bulgaria, Czechoslovakia, Eastern Germany, Hungary, Poland, Rumania, U.S.S.R., and Mainland 


na. 
2 Classes ranked in descending order of rate of growth of exports to communist countries. 
8 Percentage of industrial countries’ exports of manufactures, as defined in footnote 1, Table 5, sold to com- 
munist countries in 1953-54 or 1956. 
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TaBLE 11. Toe Errect, ror Nine Propuct Cuiasses, oF GRowTH IN OTHER 
CountrRIES’ Exports To CoMMUNIST COUNTRIES, AND OF DEMAND TRENDS IN 
OrHEeR MARKETS, UPON THE U.S. SHARE oF Exports oF MANUFACTURES TO THE 
Wor.ip Exctupine THE UNITED States! 





Effect of Growth Effect of Demand 
of Exports to Trends i 
Communist Coun’ ries? 


1956 1953-54 
to 1958 to 1956 
(2) (3) 
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Sources: See Appendix II. 

1 Figures show the resultin centage increases or reductions (—) (from 1953-54 to 1956, or from 1956 
to 1958) in the share of U.S. “commercial exports” of manufactures within the total of U.S. “commercial 
exports” and exports of manufactures from other industrial countries to the world excluding the United States 
(see Tables 1 and 5). Subdivision of effect shown in columns 1 and 2 of Table 6. 

6 The figures show the declines in the U.S. share of exports, as defined in footnote 1, arising from the faster 

wth of industrial countries’ exports to the world excluding the United States than to the world excluding 
th the United States and the communist countries, which is effectively the area to which the United States 
exports. 


APPENDICES 


I. Notes on Changes in U.S. Shares of Exports of Nine 
Product Classes in Various Markets. 


Macuinery, NONELECTRICAL (Group 71) 


Between 1953-54 and 1956, the United States increased its share of 
exports of this class in dollar markets, and almost maintained its share 
in non-dollar markets (Tables 9 and 12). The increase in the dollar 
markets was probably connected with the exceptionally great expansion 
in U.S. investments in that area, especially in oil exploitation and 
pipelines. The subsequent sharp decline in U.S. direct investment 
probably contributed to the decrease between 1956 and 1958 in the 
US. share of exports to that area. The decline in the U.S. share of 
exports to non-dollar markets from 1953-54 to 1956 would have been 
greater but for an exceptional expansion in the U.S. share of exports to 
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OEEC countries. The reversal of this trend may in turn explain a part 
of the very marked decline in the U.S. share of machinery exports to 
those countries from 1956 to 1958. U.S. exports to non-dollar Latin 
America seem to have been favored by special circumstances. To sum 
up, the gain in the U.S. share of exports from 1953-54 to 1956 appears 
to have been due to exceptionally favorable circumstances. It seems 
probable that there would otherwise have been a significant decline in 
the U.S. share of trade in this period and consequently a less marked 
decline than actually occurred from 1956 to 1958. 


Transport Equipment (Group 73) 


In both periods, the United States was clearly losing ground in this 
field. Its performance after 1956 does seem to have been considerably 
worse than during the earlier period, even when allowance is made for 
the fact that the previous increase in the U.S. share of exports to certain 
non-dollar markets reflected reduced discrimination against U.S. 
vehicles. As Table 12 shows, between 1953-54 and 1956 the United States 
substantially increased its share of exports to the Rest of the Sterling 
Area, the Dependent Overseas Territories, and non-dollar Latin America; 
and comparison with the dollar area suggests that the small loss in the 
OEEC markets would have been greater but for the same factor. Owing 
to special circumstances, the changes in the degree of discrimi- 
nation were likely to be less favorable in the “Other Eastern Hemisphere” 
market,?! where the U.S. share fell between 1953-54 and 1956. 


A Department of Commerce study” suggests that well over three 
fourths of the fall in the U.S. share of world exports of transport equip- 
ment between 1954-56 and 1958 was accounted for by the reduced U.S. 
share in exports of motor vehicles to all markets. Much of the remainder 
arose from the fall in its share of aircraft exports already alluded to,” 
which occurred in three markets, Canada, Western Europe, and the 
Far East. The U.S. share in world exports of railway vehicles actually 
increased, owing to a marked rise in its share of exports to Latin America 
and a significant rise in its share of exports to Africa. 


21 Changes in the degree of discrimination are unlikely to have been very important 
in the Middle East. In the Far East, the position of U.S. exporters may actually have 
weakened as a result of the growing balance of payments difficulties of some countries 
which were important U.S. markets, and of the decline of exports to the territories of 
big —— (which are included in this area) from their abnormally high level 
in ; 

® Analysis of Changes in the United States Shares of Export Markets for Manufactures, 


1964-1958 (an unpublished study prepared by International Economic Analysis Divi- 
sion, November 1959). 


% See page 259. 
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Macsinery, Evectrricat (Group 72) 


As Table 9 shows, apart from miscellaneous finished goods (Section 8), 
this is the only class in which the U.S. shares of exports to non-dollar 
markets were better maintained from 1956 to 1958 than from 1953-54 
to 1956. One reason for this is that, in the earlier period, exports from 
the Federal Republic of Germany—which still had not regained its 
“natural” share of world exports of this particular class by 1953-54— 
were expanding very rapidly; after 1956 their growth slowed down. 
This factor was of comparatively slight importance in dollar markets, 
because of the much smaller share of exports accounted for by Germany, 
particularly in the Canadian market. 

The fact that the U.S. share of exports of this class to non-dollar 
markets actually increased from 1956 to 1958 seems to have been due 
to special circumstances. The marked gain in the U.S. share of exports 
to non-dollar Latin America already referred to*® was one very impor- 
tant element; another was the slight increase in the U.S. share of exports 
to OEEC countries. It is possible that this may reflect a reduction in 
the coverage of special category items between 1956 and 1958, and 
the consequent inclusion in “commercial exports” of items formerly 
excluded.”* 


It may therefore be suggested that the U.S. competitive position 
weakened between 1953-54 and 1956, and might have further deterio- 
rated after 1956, not only in dollar markets but also in non-dollar 
markets, but for special circumstances affecting trade with non-dollar 
Latin America and the OEEC countries. 


CHeEmIcaLs (Section 5) 


Of the nine classes covered, the competitive position of the United 
States appears to have been relatively strongest in chemicals. While 
conclusions drawn from the over-all figures for this diverse grouping 
must be regarded as tentative, the data suggest that, even when the 
effect of reduced discrimination and of the relatively favorable composi- 
tion of its exports to certain markets is discounted, the U.S. share in 


2% The somewhat delayed recovery of Germany in this field may reflect the effect of 
restrictions placed on German production in the immediate postwar years, in conjunction 
with a required planning and production period of several years for large-scale heavy 
electrical plants. Between 1953-54 and 1956, exports from the Federal Republic rose 
by nearly 70 per cent; between 1956 and 1958, by less than 25 per cent. 

25 See pages 256-58. 

26 While exports shown as going to OEEC countries rose from $72 million to $91 
million, the value of special category items in this group fell from $253 million to $204 
million. 
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world exports of the principal types of chemical and pharmaceutical 
products did not decline seriously in either period. 

A few points in Table 12 are revealing. Between 1953-54 and 1956 
the United States significantly increased its share of chemicals to every 
non-dollar market except the Dependent Overseas Territories. Reduced 
discrimination against U.S. exports was almost certainly a major factor, 
coupled, in the case of the OEEC countries (where the increase in the 
USS. share was particularly marked), with especially heavy demands for 
US. basic industrial chemicals (arising from boom conditions in Europe) 
and for explosives. Only in dollar Latin America did the U.S. share 
decline significantly; this was the one area in which U.S. exports had to 
meet the expanding German export drive without benefit of offsetting 
factors. Because German exports to Canada are relatively small, the 
United States was able to maintain, and even increase, its share. 


Between 1956 and 1958 the effect of differences in composition was 
probably much stronger than during the earlier period, as exports of 
basic industrial chemicals, pharmaceuticals, and explosives continued 
to increase in value, while exports of other products, such as dyestuffs 
and fertilizers, declined. The two areas where the U.S. share of chemical 
exports fell sharply from 1956 to 1958 were dollar and non-dollar Latin 
America. The reason for this may be that dyestuffs and fertilizers con- 
stitute a larger share of United States’ than of other countries’ chemical 
exports to these areas. Analogously, one reason why the United States 
continued to do relatively well in Eastern Hemisphere markets may be 
that in those markets the composition of the other countries’ exports 
was similarly unfavorable to them. The fact that practically no fertilizers 
are exported by the United States to OEEC countries was one reason 
why the U.S. share of total chemical exports to that area increased 
considerably between 1956 and 1958. There was also a sharp increase in 
US. exports of medicinal products; whether this was because the United 
States gained an increased share in the pharmaceutical market, or 
because it merely benefited from a rapid increase in demand for pharma- 
ceuticals (one field in which it is a relatively large supplier to OKEC 
countries) is not clear without further analysis. 


Base Merats (Group 68) 


The apparent worsening of the U.S. performance in exports of base 
metals from 1956 to 1958, compared with the period from 1953-54 to 
1956, was due largely to the reversal of special circumstances which had 
tended to raise its share of these exports to three markets in 1956. Thus 
the considerable gain in the OEEC market from 1953-54 to 1956 was 
primarily a reflection of the strong boom conditions, and consequent 
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excess demand for U.S. metals, in these countries; the increase in the 
U.S. share of exports to non-dollar Latin America and the “Other Eastern 
Hemisphere” market was similarly due to the existence of boom condi- 
tions in Europe and Japan which tended to limit metal exports, particu- 
larly from France, Belgium-Luxembourg, and Japan.?’ A decline in the 
U.S. share of these markets was therefore to be expected after 1956. 


TextTiLEs (Group 65) 


The U‘S. share of textile exports is likely to be influenced by atypical 
composition, since the United States exports scarcely any wool textiles 
and the newer synthetics comprise a much larger proportion of its 
textile exports than of those of other countries. 

Probably as a result of reduced discrimination against U.S. goods, 
the U.S. share of the total value of textile exports to most non-dollar 
markets rose quite substantially from 1953-54 to 1956. But there was a 
marked fall in the U.S. share in the “Other Eastern Hemisphere” 
market, where the main impact of the recovery in Japanese exports 
was felt and where the initial degree of discrimination against the 
United States was probably smaller. The fall in the U.S. share of textile 
exports to the dollar area was concentrated in Canada. A principal 
reason why the United States did relatively worse in Canada than in 
dollar Latin America was that the U.K. share of Canadian trade in- 
creased, while its share of dollar Latin American trade declined even more 
sharply than that of the United States. The contrast in British exports 
to the two areas reflects the fact that in the Canadian market the value 
of British wool textiles increased somewhat, while in the dollar Latin 
American market it fell by one third. Probably only part of this difference 
is to be explained by the protection enjoyed by British exports in the 
Canadian market, so that some of the contrast lies in the fact that 
demand for wool textiles in Canada tended to rise, or was at least main- 
tained, between 1953-54 and 1956, while it seems to have dropped quite 
substantially in dollar Latin America. If so, changes in the composition 
of textile demand were less favorable to the United States in Canada 
than in dollar Latin America between 1953-54 and 1956. 

From 1956 to 1958, the United States broadly maintained its share of 
textile exports to non-dollar markets, except “Other Eastern Hemi- 
sphere,” and its share in that market fell much less than during the 
preceding period. In the dollar area its share increased. Thus, the 
United States did less well than from 1953-54 and 1956 in most non- 
dollar markets, because reduced discrimination was a less important 


27 Japanese and French exports declined sharply, and those of Belgium-Luxembourg 
increased only slightly, between 1955 and 1956. 
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factor, but it did considerably better in the “Other Eastern Hemisphere” 
and dollar areas. At least two factors favored the United States during 
this period. The slowing down of Japanese exports to certain areas, 
partly as a result of voluntary restriction schemes, actually gave a 
measure of discrimination in favor of the United States in the dollar 
area; and the much greater fall in wool prices than in those of other 
textile fibers also favored the United States. 


MiscELLANEOUsS FinisHED Goons (Section 8) 


The general pattern of development in this class is similar to that 
for textiles, as Table 12 shows. One noticeable difference is that the 
United States apparently succeeded in increasing its share of exports to 
the “Other Eastern Hemisphere” market between 1956 and 1958. A 
factor which may have helped the United States, particularly in this 
area, is the small proportion of its exports in this class which consisted 
of cheap clothing, footwear, etc., whose prices fell significantly as raw 
material prices declined. 


Meta, Manvuractures (Group 69) 


As for textiles and miscellaneous finished goods, the U.S. share of 
exports of this class to the dollar area fell less from 1956 to 1958 than 
from 1953-54 to 1956. This was due to a slowing down of the earlier, 
very rapid, expansion of Japanese and German exports, from an excep- 
tionally low level in 1953-54. Composition probably does not influence 
the U.S. showing in this small group. The figures for the non-dollar areas 
seem to suggest that reduced discrimination against U.S. exports was of 
importance in both periods. 


“OrHER” Manuractures (Section 6) 


The composition of this class varies substantially from country to 
country, and changes in the shares of different countries are strongly in- 
fluenced by divergent demand trends for the different types of product 
included.?* The figures in Table 12 suggest that reduced discrimination 
against the United States may have favored the United States in non- 
dollar markets during the earlier period. The sharp decline between 1956 
and 1958 in the U.S. share of trade with OEEC countries—which is the 


% Exports from the United States, Sweden, and Canada, for example, consist largely 
of semifinished manufactures of wood and paper (i.e., newsprint), while these products 
are of negligible importance for most OEEC countries and Japan. In general, a large 
part of U.S. exports of this group (as of the exports of Canada and Sweden, but not of 
those of most OFEC countries and Japan) probably consists of less highly finished 
products, and their value is consequently more likely to vary with raw material prices. 
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most marked development of that period—was, however, due largely to 
a fall in shipments of certain types of tire.?° 


II. Notes on Statistical Sources and Methods 


Figures for exports of Belgium-Luxembourg, Canada, France, Federal 
Republic of Germany, Italy, Netherlands, Sweden, Switzerland, United 
Kingdom, and United States have been taken from Organization for 
European Economic Cooperation (OEEC), Statistical Bulletins, Series 
IV, with certain adjustments described below. 

Figures for exports of Japan have been estimated from the area 
distribution for three main types of manufactured goods—chemicals, 
machinery and transport equipment, and other manufactures—from 
the following sources: 1953-57 data from United Nations, Monthly 
Bulletin of Statistics, February 1959; 1958 data from United Nations, 
Commodity Trade Statistics, January-December 1958; and the area 
distribution of Japanese textile exports published in Contracting Parties 
to the General Agreement on Tariffs and Trade (GATT), International 
Trade, 1957-58. The shares of electrical and other machinery and trans- 
port equipment within Section 7, and of base metals, metal manufac- 
tures, and Section 8 in the total for Sections 6 and 8 less textiles, have 
been estimated from the totals for exports to all areas published 
in the United Nations, Yearbook of International Trade Statistics, 1956 
and 1957, Volume I, supplemented by figures in Ministry of International 
Trade and Industry, Foreign Trade of Japan, 1957 and 1958. 

Statistics of exports of textiles and clothing from India and Hong 
Kong were taken from GATT, International Trade, 1957-58. 

Some special problems arise in relation to the statistics of the United 
States. As stated above, the concept of “commercial exports” that is 
used corresponds, as far as is consistent with the need for an adequate 
distribution between markets, to the most reasonable estimate of the 
value of nonmilitary exports in each class. “Commercial exports” are 
taken to comprise the following: 


29 Special category exports of rubber products have been imputed to OEEC countries, 
which probably took most of them. Practically all rubber products were removed from 
the special category classification by 1958. But the drop in special category exports of 
rubber products was not matched by any similar increase in the value of U.S. rubber 
exports to OEEC countries, as shown by the following figures, in millions of U:S. dollars: 


Special Exports to 
Categories OEEC Countries as Published Total 
1953-54 39 8 47 
1956 53 11 64 
1958 2 24 26 


30 The 1957 volume was published by the Japan External Trade Recovery Organiza- 
tion, and the 1958 volume by the Japan Export Trade Promotion Agency. 
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(1) All exports of textiles and base metals (SITC Groups 65 and 68— 
there are no special category items in either group). 

(2) All exports of chemicals, nonelectrical machinery, and groups in 
Section 6 other than textiles, base metals, and metal manufactures 
(SITC Section 5 and Groups 71, 61, 62, 63, 64, 66, and 67). Special 
category exports in each of these groups are not excluded as they are 
presumed not to comprise military shipments; the relatively small 
values involved are summarily allocated to the OEEC market.} 

(3) Exports, excluding special category items, of electrical machinery, 
transport equipment, metal manufactures, and miscellaneous finished 
goods, mainly consumer goods (SITC Groups 72, 73, 69, and Section 8). 
Commercial exports thus defined are significantly smaller than non- 
military exports in these groups. Even if (as is implicitly assumed) 
there were no military shipments of items apart from these four groups 
of manufactures, the understatement would amount to some $250—-300 
million. However, as there is no way of assessing the markets or products 
in which the shortfall occurs, the assumptions made give the nearest 
practicable approximation to nonmilitary exports® for the purposes of 
the analysis. 

Another difficulty arises from the fact that the tables for the United 
States in OEEC, Statistical Bulletins, Series IV, do not allocate small 
value shipments by market areas after 1953. While it would be possible 
to exclude them altogether (as the Department of Commerce study 
does), to do so would introduce a significant bias in the present study, 
since the limit for exclusion was twice as high during the first half of 
1956 as during the rest of the period from 1954 to 1958. Small value 
shipments go predominantly to neighboring countries. Thus, for classes 
where small value shipments are important,* the series excluding small 
value shipments is likely to understate considerably the growth of U.S. 
exports to Canada and dollar Latin America from 1953-54 to 1956, and 
to overstate the growth from 1956 to 1958. In this paper, therefore, the 
known value of small value shipments in each class in each year has 

31 The coverage of special category exports in these groups was drastically reduced 
in 1957. This fact (which may itself be an indication that the exports were not essentially 
military in character) makes it desirable not to introduce an artificial element in the 
growth of exports by excluding special categories. The inclusion of special categories 
results in a considerably less favorable trend for the U.S. share of exports of such items 
as tires and nonelectrical machinery to OEEC countries than that presented in the 
Department of Commerce study, referred to in footnote 22. 

® Though there are also some changes in the coverage of special category items, they 


are not very significant in relation to the large totals of special category exports in 
each of these groups. 

% Notably miscellaneous finished goods, metal manufactures, textiles, “other” manu- 
factures (Section 6), and electrical machinery. In 1958 the share of exports (excluding 
special category shipments) accounted for by small value shipments amounted to 20, 
18, 13, 12, and 10 per cent of these five groups, respectively. 
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been allocated between the different markets in what seems the most 
reasonable proportion in the light of the Department of Commerce 
sample study undertaken in 1953,* and of the subsequent development 
of trade in the group.*® 

The distribution by market areas is based on the divisions shown in 
OEEC, Statistical Bulletins, Series IV, Table of Exports by Geographical 
Areas. This table distinguishes South America and Central America. 
The figures for dollar and non-dollar Latin America were obtained by 
adding to the exports to Central America, and deducting from the exports 
to South America, the value of exports to dollar countries in South 
America as given in the Table of Exports by Monetary Areas. 

The Series IV data do not distinguish exports to Japan. The values 
of exports to Japan from each of the other ten countries in three broad 
groups of manufactures (Sections 5, 7, and 6 and 8 combined) given in 
United Nations, Yearbook of International Trade Statistics, 195€ and 
1957, Volume II, and Commodity Trade Statistics, January-December 
1958, were used as a framework, and the composition within Section 7 
and Sections 6 and 8 was estimated from data published in Foreign 
Trade of Japan, 1957 and 1958, and United Nations, Yearbook of Inter- 
national Trade Statistics, 1957, Volume I. 

Some problems arise in using the OEEC figures for exports to Overseas 
Territories of Member Countries, Non-OEEC Member Countries in 
the Sterling Area, and Other Non-OEEC Member Countries (which 
comprise Japan and “Other Eastern Hemisphere” countries), since 
several overseas territories became independent between 1953 and 1958. 
Thus each of the territories listed below ceased to be included among 
the Overseas Territories and was added to one of the other two areas 
as indicated: 


Territory Added to 
Northern Rhodesia and Nyasaland Non-OEEC sterling countries in 1954 
Indo-China “Other Eastern Hemisphere” in 1955 
Ghana Non-OEEC sterling countries in 1957 
Tunisia “Other Eastern Hemisphere” in 1957 
Morocco “Other Eastern Hemisphere” in 1957 
Malaya Non-OEEC sterling countries in 1958 


In this paper, the Dependent Overseas Territories (DOT) have been 
defined as the territories included as such in the OEEC statistics for 
1956. This involves excluding Northern Rhodesia and Nyasaland and 


“See Foreign Trade Statistics Notes, September 1953. 

% To give one example of the improvement which this adjustment achieves, the 
Series IV figures for U.S. exports of textiles to both Canada and Central America 
show a distinct fall from 1955 to 1956 and a very marked increase between 1956 and 
1957. The whole of this dip is explained, according to estimates made for purposes of 
the present paper, by the larger exclusions in 1956. U.S. exports actually appear to 
have grown more between 1955 and 1956 than between 1956 and 1957. 
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adding these territories to non-OEEC sterling countries in 1953, and 
similarly excluding Indo-China and adding it to the “Other Eastern 
Hemisphere” area in 1953 and 1954. Estimates of the value of small 
exports to Northern Rhodesia and Nyasaland from the United States 
and other countries were based on import statistics. For Indo-China, 
the United Nations, Yearbook of International Trade Statistics gives 
details of exports for the United States and other countries by three 
broad groups, and this information was supplemented by study of the 
national import statistics. For 1957, it becomes necessary to add Ghana 
and Tunisia and Morocco to the figures of exports to Dependent Overseas 
Territories, and to reduce the figures for non-OEEC sterling countries 
and “Other Eastern Hemisphere.” Estimates of the values involved 
were obtained in the same way as for Indo-China. For 1958, it would 
have been desirable to make similar adjustments, and also to add 
Malaya to the Overseas Territories (and exclude it from non-OEEC 
sterling countries); but since, when this paper was prepared (early 1960), 
fewer data for a reliable estimate were available for 1958 than for 1957, 
it was decided to take a short cut. For each of the nine product classes, 
the growth between 1957 and 1958 of U.S. exports and of all countries’ 
exports to each of the three market groups defined as in 1958 was 
assumed to apply to the groups defined as in 1956. In most cases this 
approximation did not cause the growth of total exports to the three 
market areas together (which of course is known) to be seriously over- 
stated or understated; but where it did, the figures were adjusted as 
seemed appropriate. 


III. Mathematical Formulation of Concepts Employed 


The concepts employed in this paper can be defined mathematically 
as follows: 

Let r stand for the ratio of the value of manufactured exports from 
all countries covered (including the United States) to the world in the 
end year to their value in the base year. Then, let r; (¢ = 1,2,3,--- - - 9) 
stand for the similar ratio for the 7 product class of the nine classes of 
manufactures distinguished in the analysis, and let r;; (j = 1,2,3, 
- + + + 9) stand for the similar ratio for exports of the i” product class 


% Thus the growth of exports to non-OEEC sterling countries including Malaya 
and Ghana between 1957 and 1958 was assumed to be representative for that area less 
Malaya and Ghana. The growth of exports to “Other Eastern Hemisphere” including 
Tunisia and Morocco between 1957 and 1958 was assumed to be representative for 
that area less Tunisia and Morocco. The growth of exports to the Overseas Territories 
excluding Malaya, Ghana, Tunisia, and Morocco between 1957 and 1958 was assumed 
to be representative for the area including these four territories. 
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to the j* market area of the nine market areas (other than the United 
States) distinguished in the analysis. 

Let the symbols s; and s;; stand for the corresponding ratios for 
U.S. “commercial exports” of manufactures; and let 2, 2;, and 2; 
represent the absolute values of those exports in the base year. 


Then = is the share in the base year of the 7 product class in the 


total value of U.S. “commercial exports” of manufactures; and | 


is the share of exports of the z** product class to the j** market in the 
total value of U.S. “commercial exports” of manufactures in the base 
year. 

The analysis of changes in the U.S. share of industrial countries’ 
exports of manufactures may then be set out as follows: 

If the United States had maintained its share of world exports in 
each product class (taking all market areas together), the ratio between 
the value of its manufactured exports in the end year and the base year 


would have been 


9 
1 S* 2; (chown in line B in Table 5) (1) 
i=l 
‘instead of the observed value s. 

Further, if for any particular product class the United States had 
maintained its share of exports in each market, the ratio between the 
value of its exports of that product class in the end year and in the base 
year would have been 


1 9 
t= — DO resi (2) 
Vi jal 
instead of the observed value s;. 
Finally, if the United States had maintained its share of exports in 


each product class in each market, the ratio between the value of its 
exports in the end year and the base year would have been 


_ : Yds 724; (Line C in Table 5) (3) 


= Ditxs/ x 


The contribution of each product class to the total effect (i.e., to the 
change implied by the ratio ¢) is ¢,7;/2z, which is shown in columns 1 and 
2 of Table 6. 
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The difference between (1) the actual ratio of total U.S. exports of 
menufactures in the end year to those of the base year and (2) what the 
ratio would have been if the United States had maintained its share of 
exports in each product in each market (s — ?) is the net effect of changes 
in U.S. shares of exports of each product class in each market, shown in 
line H of Table 5. 

It will be apparent that (s; — ¢,;)2,/z, shown in columns 8 and 4 of 
Table 6, is the part of this difference explained by changes in the U.S. 
shares of exports of a particular product class in all nine markets; and 
similarly, (8;; — 7:;)a:;/2, shown in Table 12, is the part explained by 
the change in the U.S. share of exports of a particular product class in 
a particular market. 








Recent Progress in Latin America Toward 
Eliminating Exchange Restrictions 


F. d’A. Collings* 


HEAVY RELIANCE upon exchange controls and restrictions 

played a prominent part, during the immediate postwar period, 
in the economic policies of many countries in Latin America. In recent 
years, most of these countries have moved a long way in the direction 
of freer trade and payments arrangements—a movement with which 
the International Monetary Fund has almost always been closely 
associated. However, memories of the era of arbitrary administrative 
interference with international transactions die hard, and the extent 
to which Latin America has progressed toward eliminating such restric- 
tions is not always fully appreciated. Furthermore, some lessons of 
more general applicability are suggested by Latin America’s extensive 
experience with devices intended to influence the internal economic 
situation through the exchange system, and by the fact that such 
devices are now being replaced rapidly by more basic economic policies. 
With these thoughts in mind, this paper is intended to outline the decline 
in the use of exchange restrictions in Latin America during recent years 


and to describe the position of relative freedom from discriminatory 
and restrictive practices which has now been reached. 

The Latin American countries which used to make extensive use of 
exchange restrictions are almost exclusively on the Southern Continent. 
The Central American and Caribbean Republics, with few exceptions, 
have had virtually no exchange restrictions during the postwar period. 
Four of these countries (El Salvador, Guatemala, Mexico, and Panama) 
accepted the obligations of Article VIII, Sections 2, 3, and 4, of the 
Fund Agreement as soon as they joined the Fund, and all but two of the 
remainder accepted these obligations in the early 1950’s. Among the 
countries on the Southern Continent, only Peru has taken a similar 
formal step (on February 15, 1961). Particular significance attaches to 
the action of Peru, because this was the first country to institute (in 
1954) a comprehensive stabilization program with technical and finan- 
cial assistance from the Fund. Programs of the same type were subse- 
quently put into effect in a number of other South American countries, 

* Mr. Collings, economist in the Exchange Restrictions Department, is a graduate 
of Queen’s University (Canada) and of the Ties Hopkins Universit i 


co paper is a 
revision of one originally presented at the Sixth Meeting of Central Bank Technicians 
of Latin America in Guatemala City, November 1960. 
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and played a major role in ensuring the success of the accompanying 
exchange reforms. 


Abandonment of Multiple Exchange Rates 


The most conspicuous recent change in this field has been the aban- 
donment of multiple exchange rates in many Latin American countries. 
This change is indicated by a rough classification of countries by type 
of exchange system at various points of time (Table 1). Such a classifica- 
tion has obvious limitations: it describes only the broadest differences 
in exchange systems, without regard to differing degrees of complexity 
or restrictiveness in each case. Nevertheless, it illustrates broadly the 
general move away from multiple exchange rate regimes that has taken 
place during the past five years. 


Taste]. Tyres or ExcHance Systemin Latin AMERICAN CounTRIES, 1955 anp 1960 








Type of System At End of 1955 At End of 1960 
Single Fixed Rate Cuba! Dominican Republic 
Dominican Republic El Salvador 
El Salvador Guatemala 
Guatemala Haiti 
Haiti Honduras 
Honduras Mexico 
Mexico Panama 
Panama Nicaragua? 
Single Fluctuating Rate Argentina® 
Bolivia! 
Chile? 4 
Paraguay® 
Peru 
Dual Fluctuating Rates Peru 
Multiple Rates Argentina Brazil 
Brazil | Colombia 
Bolivia Costa Rica 
Chile Cuba 
Colombia Ecuador 
Costa Rica Uruguay 
Ecuador Venezuela 
Nicaragua 
Paraguay 
Uruguay 
Venezuela 








! These countries employed a small tax on exchange sales in conjunction whe an 
otherwise unitary rate. 


* Nicaragua had a small free market with a fluctuating exchange rate for foreign 
notes and coin. 


* These countries made significant use of import and/or export taxes in conjunction 
with otherwise unitary rates. 


‘Chile had dual fluctuating exchange rates from 1956 to early 1959. 


. 
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Prior to 1955, all ten South American Republics, together with 
Costa Rica and Nicaragua, had multiple exchange systems of one sort 
or another, some with extremely complex structures of rates. Now, 
seven of these countries have essentially unitary exchange systems.! 
Sweeping exchange reforms in connection with comprehensive stabiliza- 
tion programs have been put into effect in five countries: Chile (April 
1956), Bolivia (December 1956), Paraguay (August 1957), Argentina 
(December 1958), and Uruguay (December 1959-September 1960). 
In all of these countries, the reforms were aided by technical and financial 
assistance from the Fund. A gradual elimination of multiple rates took 
place in Nicaragua following a partial simplification of the system in 
1955; since early in 1959 a single fixed rate has applied to all transactions 
except a few (mostly in foreign notes and coin) which take place in a 
minor free market with a fluctuating rate. Peru eliminated most of its 
controls as early as 1949 but retained a dual fluctuating rate system 
until May 1960, when this was abolished following a long period in 
which the two rates had, in fact, remained very close together. Among 
those countries still in the multiple rate category, Ecuador has simplified 
its system, so that it now involves a very small spread between effective 
rates; and, while the Brazilian system is still complex, it is in several 
respects less so than in the past.? 


Since almost all countries have adopted as a goal the progressive 
simplification of their exchange systems, reverse movemeuts have been 
few. In Cuba, surcharges have recently been added to a unitary rate 
system, and other forms of exchange control have been adopted. On 
the whole, however, the trend away from multiple rate systems in 
Latin America is unmistakable. 


A significant feature of this trend has been the widespread substitution 
of single fluctuating rates in place of the old multiple rate structures. 
Among the countries abandoning complex multiple rates during the 
last five years, only Nicaragua has adopted and maintained a fixed rate 
as its new basic rate. Argentina and Bolivia established free markets 
with single fluctuating rates at the time of their exchange reforms. 
Paraguay introduced a fixed par value for most transactions at the time 
of exchange reform in March 1956; but in August 1957, it changed to a 


1 References to “‘essentially unitary” exchange systems in this paper do not neces- 
sarily imply that some multiple currency practices, as defined by the Fund, may not 
be present. 

2 Since this paper was written, Brazil has taken further steps to simplify its exchange 
system and to introduce more realistic rates of exchange. When announcing these moves 
on March 14, 1961, the Government of Brazil notified the Fund that it intends to 
proceed to still further simplification of the exchange system in due course. 


3 However, Cuba’s 2 per cent exchange tax was in effect for a number of years before 
the recent measures. 
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unified fluctuating rate for almost all transactions. Chile in 1956 intro- 
duced dual exchange markets with fluctuating rates, on a pattern 
similar to Peru’s, but unified them in January 1959. Uruguay’s recent 
exchange reform involved the establishment of a free market with a 
fluctuating rate, although export taxes are still in effect which give rise 
to multiple rates on the export side. 

This preference for fluctuating rates is in contrast to recent exchange 
reforms in other parts of the world, e.g., in Spain in July 1959, in Iceland 
in February 1960, in Turkey in August 1960, and in Yugoslavia in 
January 1961. All transactions in the first three of these countries now 
take place within 1 per cent on either side of par values agreed with the 
Fund; and in Yugoslavia, while no new par value has yet been agreed, 
transactions take place at fixed official rates. Indeed, the only Fund 
members outside Latin America which have single fluctuating rates 
applying to all transactions are Canada, Lebanon, and Thailand.‘ 

Some of the reasons for the adoption by Latin American countries of 
fluctuating rates, in preference to fixed rates, are, of course, closely 
related to institutional and historical factors. After long periods of 
complex and frequently changing multiple rates, such as were common 
in Latin America, deep-seated distortions in the price structure usually 
rendered it exceptionally difficult to judge how much depreciation was 
required and what the approximate equilibrium rate should be. The 
existence of partial free markets alongside the previous multiple rate 
systems was seldom of much assistance in determining an appropriate 
level for the new rate, since the rates in these free markets reflected the 
supply anc demand patterns for foreign exchange only for limited 
categories of transactions. 

The authorities were also aware that unforeseeable inflationary 
pressures after the reform might make it difficult to maintain any new 
fixed rate. On the other hand, if such pressures developed, as they might 
well do in an economy attuned to many years of rising wages and prices, 
a fluctuating rate could be allowed to depreciate and find a new level 
without scarce foreign exchange reserves being used. 

In fact, the newly established fluctuating rate systems in Latin 
America have recently shown themselves considerably more stable 
than the fixed multiple rate systems previously in effect. Initially, 
there was often a tendency for the new exchange rates to depreciate. 
However, the fluctuating rates have remained unchanged for a con- 
siderable period in Bolivia and Chile, and have moved only fractionally 
and at infrequent intervals in Argentina, Paraguay, and Peru. The 
internal situation having basically improved, and a more adequate 


‘China (Taiwan) also uses a single fluctuating rate for most transactions, but in 
conjunction with a controlled official rate which applies to some transactions. 
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reserve position having been built up, the authorities soon found that 
the advantages of stability outweighed any other reasons for changing 
the rate. Describing this, the Hon. Eduardo Figueroa, President of 
Chile’s Central Bank, said at the 1959 Annual Meeting of the Fund, 

. our own experience has shown that the very existence of fluctuation 
in the rate can exaggerate the internal difficulties and add to the loss of 
confidence.” 

Techniques for keeping the exchange rates stable have varied con- 
siderably during the past few years. In Bolivia, for example, most of 
the country’s foreign exchange receipts are earned by a government 
corporation and are surrendered to the Central Bank. As a result, the 
Central Bank has a virtual monopoly of the supply of exchange and 
sells it to the commercial banks at an exchange rate which becomes the 
effective exchange rate for the economy. Changes in the rate occur 
when the Central Bank believes that the basic demand and supply 
position has varied, and they take the form of changes in the Central 
Bank’s effective selling price. In Argentina, there is considerably more 
freedom in the exchange market, but the Central Bank intervenes 
through one of the state-owned banks and, for a considerable time, has 
followed the policy of intervening at a fixed exchange rate. In other 
countries, the central banks stand ready to buy and sell exchange at 
the fixed rate. Under these circumstances, the stability of the exchange 
rate depends upon decisions of the monetary authorities taken in the 
light of the balance of payments and reserve positions of the country. 
As reserves have been accumulated, most central banks have found 
that they have been able to maintain a stable rate despite normal 
fluctuations in the demand for and supply of exchange. Such systems 
in practice might be characterized as “fixed-for-the-time-being” exchange 
rates, and, as such, differ only in legal emphasis from a par value system 
like Mexico’s during the early postwar period, when the par value was 
changed periodically to adjust to fundamental pressures.® 


Taxes on Imports and Exports 


Another feature of the unification of exchange rates in Latin Ameri- 
can countries has been the temporary use, in conjunction with a fluctu- 
ating rate, of a variety of taxes on imports and exports. These may or 
may not technically constitute multiple currency practices in terms of 
the Fund Agreement, depending upon whether they apply to the ex- 
change transactions or to the movement of goods. Argentina, for example, 


5 The Mexican peso was devalued by more than 60 per cent in a number of steps 
between 1947 and 1954; since then, however, it has remained unchanged. 
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at present applies taxes of 10 per cent and 20 per cent on certain major 


» exports, and surcharges ranging up to 200 per cent on a large number 


of imports.® Chile in 1959 introduced import surcharges at rates up to 


> 200 per cent, to replace advance deposits on a number of imports. 
) Both these countries intend to incorporate the new surcharges in a 
' revised tariff schedule at a later date. In such instances, selective taxes 
', may, from an economic point of view, recreate many of the essential 
) features of multiple rates applying to different transactions. Other 
/ countries have employed taxes which are so broad in incidence as to 
' create something more akin to an abnormally large spread between 


buying and selling rates. Paraguay, for example, applies taxes totaling 
20 per cent to most imports and 10 per cent to most exports, giving an 


4 effective spread of 30 per cent for most trade transactions. To a much 
| less extent, a small tax on exchange sales to the public, such as that 
- in Bolivia, has similar effects. 


Use of these kinds of taxes in Latin America has generally been more 


' extensive than in the recent European exchange reforms; Iceland, for 
' example, retained only a uniform 5 per cent tax on exports, and Spain 


some minor taxes on a few exports. Some reasons for the temporary use 


_ of such taxes in Latin America are clear. Alternative sources of revenue 
- are not quickly developed after an exchange reform; and, although it is 


generally agreed that the exchange system is not an ideal source of 


| government revenue, it may be necessary to use it as such temporarily, 


following the cessation of revenue from penalty exchange rates. After a 
long period of multiple rates, selective import taxation may be necessary 
to ease the transitional difficulties of industries formerly protected by 


the exchange rate. Taxes on imports may also be a means of preventing 
excessive temporary pressure on the newly freed exchange rate, resulting 


_ from pent-up demands for certain types of goods not manufactured 
| locally. Again, they may be used initially in lieu of tariffs, as in Argentina, 
_ Chile, and Uruguay, until legislation on a new tariff schedule is enacted. 


The use of import and export taxes outside the exchange system was 


_ accompanied in most countries by the complete elimination of controls 


_ over exchange transactions as such. As long as taxes were levied on the 
| exchange transactions themselves, it was necessary to impose elaborate 
' controls to ensure that the transactions took place through authorized 
' dealers and that the prescribed taxes were duly collected. In other 
| words, taxes on export proceeds entail requirements for the surrender 
_ of exchange receipts, and an administrative process to ensure that the 
_ exchange tax is not evaded by undervaluation of the export or by 


6 These surcharges, however, have been substantially reduced from the levels in 


; effect immediately following the exchange reform. Advance deposits have also been 
_ eliminated. 
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retention of the proceeds abroad. On the import side, verification of the 
transaction is required to make sure that payments are actually made 
for the purposes stated, and that the correct tax is collected on the true 
amount paid for the import. But if the taxation is imposed on the goods 
actually moving through the customs, the monetary authorities can 
leave exchange dealings completely free of supervision. It has thus been 
possible to operate most of the new free exchange markets in Latin 
America without any controls. 


Notwithstanding the use of these taxes on imports and exports, and _ 


the possibility of fluctuation in the exchange rates, international transac- 
tions in Latin America have clearly become vastly simpler and less 
subject to sudden arbitrary changes of policy since these reforms were 
effected. The simplification has been quite radical in some countries 
where the former multiple rate systems had developed over time into 
enormously complex structures. In Paraguay, for example, prior to the 
reform there were 15 different exchange rates applying to transactions 
in convertible currencies and 7 more for other currencies, together with 
many exchange subsidies applying to exports of various kinds, all 
subject to frequent changes. A process of gradual proliferation of 
exchange rates over time was experienced in most countries with multiple 
rates and inflation.’ It usually resulted from a tendency to “patch up” 
the existing exchange rate pattern by ad hoc additions and amendments 
—including the devaluation of individual rates and the granting of 
special exchange treatment for certain transactions—rather than to 
undertake frequent and comprehensive devaluations of all rates for 
the purpose of adjusting to relative changes in domestic and foreign 
prices. Apart from the obvious administrative difficulties and commercial 
uncertainties caused by this piecemeal process, it often resulted in the 
unintentional development of fundamental imbalance in the exchange 
system, since the pressures to devalue on the export side were usually 
more intense than those on the import side. In Bolivia, for example, a 
large discrepancy arose between the average effective export and import 
rates and resulted in substantial local currency losses on the operation 
of the exchange system; the financing of these losses by the Central 
Bank was the principal reason for the continuance of a severe inflation 
in the prestabilization period.’ Unsatisfactory experiences with multiple 

7 For example, Argentina in 1952-55 and 1956-58, Bolivia in 1952-53 and 1954-56, 
and Paraguay in 1951-56. The first two of these countries had previously attempted 
partial simplification of their exchange systems, only to find themselves drawn back 
into complexity again. Examples of the proliferation of multiple rates are by no means 


limited to Latin American countries; similar cases occurred in Turkey in 1956-58 and 
Spain in 1955-59, among others. 


8 The cost of living in La Paz increased by 480 per cent in 1956; in 1957, following 


unification of the exchange rate and the adoption of a comprehensive internal program, 
jt declined by 14 per cent. 
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rate systems that had become unmanageably complex through infla- 
tionary pressure undoubtedly account for some of the determination 
with which Latin American countries have undertaken the unification 
of exchange rates. 


Direct Restrictions and Licensing 


Direct quantitative limitations on imports and rationing of exchange 
for imports are of relatively minor importance in Latin American coun- 
tries. Even during the immediate postwar period, they were never par- 
ticularly severe in the region, when compared with such restrictions in 
Asia, Western Europe, and the sterling area countries. There is no indica- 
tion that Latin American countries are substituting quantitative for 
cost-type restrictions as the latter are reduced; in fact, both are being re- 
duced. When appropriately administered, quantitative import restric- 
tions permit more precise control over imports than do cost restrictions. 
But, apart from their arbitrariness, they have two disadvantages which 
may weigh rather heavily in most Latin American countries: they yield 
no revenue, and they require extensive administrative machinery. 

The licensing of imports and of foreign exchange, through which such 
direct restrictions might be exercised, has completely disappeared in 
Argentina, Bolivia, Chile, Paraguay, and Uruguay. In these countries, 
the abolition of import licensing was part of the comprehensive exchange 
reforms. Few of the countries which continue to license imports (or 
exchange for imports) use this licensing to impose direct quantitative 
restriction for balance of payments purposes. The licenses are usually 
granted automatically on a nondiscriminatory basis, provided that 
certain regulations are complied with. Exceptions are in Cuba, where 
restrictive import licensing was recently intensified, and in Colombia, 
where an extensive list of prohibitions serves to reduce imports sub- 
stantially. Other countries have some minor direct import or exchange 
prohibitions or restrictions enforced through licensing which affect only 
a few imported items (e.g., automobiles). Countries that have multiple 
exchange rate systems are, of course, often obliged to retain licensing 
procedures for some or all transactions, in order to ensure the use of the 
correct rate; but this does not necessarily involve quantitative restriction. 


The practice of allocating specific amounts of foreign exchange for 
private imports, by categories of imports or of payments, either by 
quota or by other means, has vanished in most Latin American countries 
during the past few years. But there are still a few exceptions. Brazil 
employs this system for an appreciable part of private imports: global 
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quotas are drawn up for essential imports at the preferential exchange 
rate, and the auction system involves official limitation upon the 
availability of exchange.® Colombia employs a somewhat similar system. 
In the middle of the last decade, however, such arrangements were 
much more common on the Southern Continent; Argentina, Chile, and 
Uruguay were among the countries then making significant use of them. 

Controls over payments for current service transactions and over the 
export of capital have also become relatively unimportant in Latin 
America, in line with the general movement toward freer payments 
arrangements. Compulsory repatriation and surrender of part or all of 
private exchange receipts, which was almost universally required in 
South America during the early 1950’s, is now required in only a few 
countries—mostly those whic ‘ill have multiple exchange rate systems. 


Advance Deposits 


Two other devices with restrictive aspects that have been important 
in Latin America are advance deposits for imports and bilateral pay- 
ments arrangements. Again, these have been most prevalent mainly in 
the southern countries; their importance now appears to be declining, in 
line with the general move toward freer trade and payments arrange- 
ments that has taken place recently. 

An advance deposit system typically requires the importer to deposit 
in local currency (sometimes in dollars), with the central bank or its 
agent, a specified percentage of the value of the import, which is returned 
to him in full after a specified period of time.’ This restricts imports by 
increasing the cost to the importer, who must either borrow the amount 
of the necessary deposit or incur the opportunity cost of using his own 
funds. However, by absorbing excess credit and curbing liquidity, it 
also has temporary monetary effects, provided, of course, that the 
deposits held by the authorities are effectively sterilized. Some countries 
have used advance deposits as a means of encouraging the prompt use 
of import licenses, once they have been issued. 

The use in Latin America of advance deposits for imports seems to 
have reached a peak during the middle 1950’s and is now generally 
diminishing. Only three countries (Colombia, Nicaragua, and Paraguay) 


9 Brazil’s auction system was eliminated on March 14, 1961 (see footnote 2), although 
some imports of luxury goods will be subject to licenses auctioned on the basis of 
world-wide quotas. 

10 For a more detailed discussion of advance deposits, see Eugene A. Birnbaum and 
Moeen A. Qureshi, “Advance Deposit Requirements for Imports,” Staff Papers, 
Vol. VIII (1960-61), pp. 115-25. 
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have used such devices consistently throughout the decade; in each, the 
importance of the measures as restrictive devices has varied considerably, 
but it is now relatively minor except in Paraguay. Some other countries 
experimented with advance deposits, but they have now reduced them 
to a very minor level of importance, or have eliminated them altogether. 
Peru employed advance deposits for about six years before abolishing 
them. Ecuador introduced in 1954 a form of advance payment of import 
duties, which subsequently became payable as a certain percentage of 
the c.i.f. value of imports at the time of issue of the import license; but 
this requirement is now of small importance. Bolivia recently eliminated 
a minor requirement of advance deposits for certain automobile imports. 

The use of advance deposits in Latin America is of particular interest 
in connection with exchange reforms. The techniques adopted have 
usually included a temporary but quite firm use of deposit requirements, 
mainly to reduce liquidity and to restrict the volume of imports immedi- 
ately following the institution of a new single exchange rate and the 
removal of other types of restriction on imports. Paraguay raised its 
advance deposits substantially in the early stages of its stabilization 
effort. Argentina (which originally instituted advance deposits in 1957) 
raised the requirements to a maximum of 500 per cent for certain 
imports at the time of exchange unification, and at the same time 
prohibited banks from financing the deposits. This temporary regime 
was rapidly relaxed, and by the end of 1959 Argentina had abolished all 
advance deposit requirements. Chile introduced advance deposits at 
rates up to 400 per cent in April 1956, when establishing the dual 
fluctuating rate system. Subsequently, the amounts of the required 
deposits were increased substantially (at one time to a maximum of 
10,000 per cent) as a means of virtually prohibiting certain imports. 
Modification of the Chilean system introduced during 1959 required 
the deposits to be invested in certain medium-term U.S. dollar bonds 
issued by the Chilean Treasury, thus making them available to the 
Treasury. Since foreign suppliers in several cases advanced dollars to 
importers, the system also induced a certain amount of capital inflow. 
More recently, many imports into Chile have been transferred to the 
surcharge categories, where advance deposits no longer apply; the 
Chilean authorities have announced their intention of eventually 
transferring all imports in this manner, as a preliminary to incorporating 
the surcharges in a new tariff structure. However, the dollar bond 
deposits have been retained into 1961, mainly because of the market 
they now create for government bonds. Uruguay introduced an advance 
deposit system in connection with the exchange reform in 1959. Deposits 
at rates up to 150 per cent of the c.i.f. value of imports, to be held for 
180 days, were required for many imports, in addition to the exchange 
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taxes where applicable. In September 1960, this system was simplified 
and its incidence reduced. 


Advance deposits have thus been tried out in several South American 
countries in a variety of forms. Their incidence, however, appears to 
be generally diminishing; recently, the reductions or eliminations have 
outweighed the introductions. To the extent that the purpose of advance 
deposits was anti-inflationary, alternative domestic measures have 
probably proved more effective. As a means of curbing imports, the use 
of advance deposits has probably declined because of practical experience 
with the difficulties in achieving such an effect by such methods. Very 
close control over the financing of advance deposits by banks or foreign 
suppliers is required if the deposit requirement is to provide a real 
limitation on imports; and the conditions under which such control 
could be effective have seldom been present in the countries concerned. 
Several countries in Latin America might have abolished their advance 
deposit systems earlier than they did, except that the gradual release of 
frozen deposits as the period of retention expired, not being compensated 
by a withdrawal of liquidity through new deposits made by importers, 
would have added to internal liquidity at a time of incipient inflation. 
Because of this difficulty, several countries had to retain advance 
deposit requirements beyond the point at which they ceased to serve a 
useful function, until more stable conditions were attained or until 
alternative measures to offset the increases in liquidity could be adopted. 


Bilateral Payments Arrangements 


There has recently been a considerable reduction in the extent of 
bilateralism in Latin America, which is of particular interest in the light 
of possible moves toward the establishment of free trade areas. Intra- 
Latin American arrangements have been reduced from 16 at the end of 
1955 to 9 in the early part of 1961. The largest group to be terminated, 
and the most important in terms of the value of trade, comprised those 
to which Argentina was a party. During the past few years, Argentina 
has formally terminated all but 2 of its bilateral arrangements with 
other Latin American countries. Although there are still 9 arrangements 
in force between Latin American countries, only a few account for any 
substantial amount of intra-area trade. 

Indeed, the reduction in bilateralism within Latin America during the 
past few years has been greater than appears from the numbers of 
arrangements technically in force. The abolition of exchange controls 
and complex multiple exchange rates, which has brought about de facto 
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external convertibility in several countries, has largely precluded the 
special treatment of bilateral partners through exchange measures. An 
increasing volume of trade between certain bilateral partners is, in fact, 
carried out in convertible currencies without passing through the 
clearing accounts at all; for example, for nearly two years, no transac- 
tions have been recorded under the arrangement between Chile and 
Bolivia, and private trade between these countries has mainly been 
arranged in any currency acceptable to the seller. In several instances, 
legalized border trading arrangements between neighboring countries, 
providing for payments in convertible currencies, have practically 
eliminated centralized bilateral trading for private imports and exports. ' 

Most Latin American Governments have publicly declared themselves 
in favor of the formal multilateralization of payments between each 
other as soon as possible. The cancellation of the remaining bilateral 
payments arrangements has often been affected by difficulties in 
reaching agreement on repayment of the outstanding balances on the 
accounts. In this connection, the termination of the arrangement between 
Argentina and Chile on January 31, 1961 is of particular significance. A 
large debt in favor of Argentina was settled, in part, by a drawing by 
Chile of Argentine pesos from the Fund—the first time that a Latin 
American currency had been drawn and the first time that the Fund had 
assisted financially in the termination of a bilateral arrangement. 

Bilateralism in payments arrangements between Latin American 
countries and the rest of the world has also declined. A large number of 
bilateral payments arrangements with European countries were termi- 
nated following the achievement of external convertibility in those 
countries. In particular, the ending of the “Hague Club” and “Paris 
Club” arrangements by Brazil and Argentina marked a major step 
toward multilateralization in Latin America’s external trade. More 
recently, Uruguay has terminated a number of bilateral payments 
arrangements with European countries, and Argentina has multi- 
lateralized payments with a number of Eastern European countries. 
The total number of payments arrangements to which Latin American 
countries are a party has been more than halved during the past five 
years, 


Conclusions 


The general trend revealed by this survey is clearly in the direction 
of reduced reliance on exchange restrictions in Latin America. Several 
countries, mostly in South America, made fairly extensive use of restric- 
tions and complex exchange systems in the past, particularly around 
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the middle of the decade when inflationary difficulties were most severe; 
but the picture is now generally one of modest and declining reliance on 
such devices, with considerable promise for the further relaxation and 


future abolition of restrictions temporarily employed in connection with 
basic exchange reforms. 


It is interesting to correlate the rise and fall of restrictions during the 
mid-1950’s with conditions which, to a greater or lesser extent, affected 
all Latin American countries. After 1954, the terms of trade turned 
sharply against many Latin American countries.!! In retrospect, it is 
clear that the first reaction was for several countries to intensify their 
use of restrictions and multiple currency practices. This might have 
been expected, since such methods are usually justified on balance of 
payments grounds. The particular form taken during this period—a 
proliferation of exchange rates—may be explained as resulting from 
hurried reactions to the effects of rapid internal inflation on the fixed 
multiple exchange rate systems then in use. A second reaction appears 
to have set in about 1956, during which year three South American 
countries swept away their complex exchange systems and many of 
their exchange restrictions, and instituted comprehensive stabilization 
programs with assistance from the Fund. This new method of attack 
and others that followed in later years were in marked contrast to the 
types of policy that had been employed for the best part of a quarter- 
century previously. Moreover, the change in methods was certainly not 
caused by any reduced need for the kind of effect that restrictive policies 
are supposed to bring about, since the most significant liberalizing 
moves came without exception at times when shortages of foreign 
exchange had reached critical proportions. 

The recent steps taken to liberalize trade and payments arrangements 
may therefore be interpreted as part of a general move within Latin 
America toward rational long-range economic planning for growth with 
stability. This view is supported by the conjunction of moves to liberalize 
trade and payments arrangements with a determined implementation 
of comprehensive stabilization programs in many of the countries. It is 
clear that the region as a whole, after long experience with many types 
of restricticn on foreign trade and payments and manipulation of 
exchange systems, has decided to adopt a substantially more liberal 
attitude toward international economic relationships, and to rely upon 


sounder and more basic domestic measures as the principal instruments 
of economic policy. 


11 The index (1953 = 100) of terms of trade for Latin America as a whole was 110 
in 1954, and then declined as follows: 1955—101, 1956—98, 1957—94, 1958—90, 
1959—86. (Data are from International Financial Statistics.) However, this index 
conceals divergent movements in several individual countries. 
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The Fund Agreement in the Courts —VI 


Joseph Gold* 


HIS INSTALLMENT of the survey of cases involving the Articles 

of Agreement of the International Monetary Fund deals with cases 

in the courts of New York, Austria, and the Netherlands which were 
concerned with the unenforceability of certain exchange contracts; a 
case in Oregon, now to be reviewed by the United States Supreme 
Court. which considers the effect of exchange control on a nonresident 
heir’s right to inherit; and a case in Chile which dealt with the currency 
in which a claim to compensation for requisition should be discharged. 


Unenforceability of Certain Exchange Contracts 


New YorK 


Southwestern Shipping Corporation v. National City Bank of New York! 
has now been decided by the Appellate Division* and the Court of 
Appeals in New York,’ and an application for review by the United 
States Supreme Court has been refused.‘ Southwestern Shipping Corpo- 
raticn, a New York corporation, was an export brokerage firm which 
acted as purchasing agent for Italian importers, of which the Garmoja 
firm was one. In September 1951, Garmoja placed an order with South- 
western for 300 tons of fatty acid at a price of $37,222. At that time, 
Italian foreign exchange control laws required an importer to have a 
license to pay dollars for such an import, but Garmoja had never 
obtained a license. In order to make dollars available to Southwestern 
to pay for the fatty acid, Garmoja entered into a contract with Corti, 
another Italian firm, which had obtained a license to pay dollars to an 


American named Anlyan for rags to be imported into Italy from the 
United States. 


* Mr. Gold, General Counsel, is a graduate of the Universities of London and Harvard, 
and was formerly a teacher of law and a member of a wartime British Government 
— in Washington, D.C. He is the author of articles published in various law 
journals. 

1173 N.Y.S.(2d) 509 (1958). The proceedings in the New York Supreme Court were 
discussed in an earlier article; see Joseph Gold, “The Fund Agreement in the 
Courts—V,” Staff Papers, Vol. VI (1957-58), pp. 471-74. 

2178 N.Y.S.(2d) 1019 (1958). 

7190 N.Y.S.(2d) 352 (1959). 

‘ First National City Bank of New York v. Southwestern Shipping Corporation, 80 S. 
Ct. 198, 361 U.S. 895 (1959). The name of the plaintiff had been changed 
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The contract provided that Garmoja would pay lire into Corti’s 
account with an Italian bank, Credito Lombardo, and this bank would 
transmit a credit for the dollar equivalent amounting to $37,222 to the 
National City Bank of New York “in favor of” Anlyan. Corti undertook 
that, before transfer of the dollars to Anlyan and apparently before 
payment of the lire by Garmoja, it would get from Anlyan a letter 
addressed to National City assigning the dollars to Southwestern and 
instructing National City to pay Southwestern. In this way, Garmoja 
would be able to make an unlicensed payment of dollars for the import 
of the fatty acid. 

To carry out the arrangement, Corti obtained from Anlyan the letter 
of assignment. Corti delivered the letter to Garmoja in Italy, and 
Garmoja forwarded it to Southwestern. Southwestern then sought from 
National City, and received, an assurance that National City would 
pay the dollars to Southwestern when the money arrived. 

The various steps of the arrangement were carried out as contem- 
plated up to the receipt by National City of a cable instructing it to 
pay the dollars to Anlyan. National City officials were not certain that 
this credit to Anlyan was the credit referred to in Anlyan’s assignment 
to Southwestern, although they thought that it might be. They therefore 
paid the money to Anlyan, and informed him that if these were the funds 
that he had assigned to Southwestern, he could endorse the check and 
turn it over. Anlyan absconded. Southwestern requested payment from 
National City, which was refused, and Southwestern then brought this 
action against National City to recover the money. 

The jury found that National City had broken its contract with 
Southwestern and had negligently paid the money to a third party. 
However, the trial court, the New York Supreme Court, refused a 
verdict for Southwestern on the ground that the agreement between 
Garmoja and Corti and the Anlyan assignment were illegal under 
Italian law because these transactions were not licensed by the Italian 
exchange control authorities; that Southwestern was acting as the agent 
of Garmoja in this transaction, and by virtue of substantially common 
stock ownership and control was nothing more than an alter ego sub- 
sidiary for Garmoja; and that accordingly the suit was barred by both 
the common law of New York and Article VIII, Section 2(b), of the 
Articles of Agreement of the International Monetary Fund. The Appel- 
late Division unanimously affirmed this decision, without opinion. 

On further appeal, the Court of Appeals, in a majority opinion from 
which two judges dissented, recognized that it was well settled in New 
York that a party to an illegal contract cannot ask a court of law to help 
him carry out his illegal object, or plead or prove a case in which his 
claim is based on an illegal purpose. However, there is an exception to 
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this where one party to an illegal transaction turns over money to a 
third person for the use of the second party to the transaction. The 
second party can enforce the express or implied promise or trust of the 
third person to deliver the money to him even though, if the first party 
had not paid the money, the second party would be unable to compel 
him to pay. In other words, a mere agent or depository of the proceeds 
of an illegal transaction cannot assert the defense of the illegality of that 
transaction in order to resist a claim to the proceeds. 








Assuming, then, the illegality of the Garmoja-Corti agreement and the 

; Anlyan assignment under Italian law, and hence under article VIII (§2, 

3 subd. [b]) of the Bretton Woods International Monetary Agreement, and 

; assuming further that plaintiff was the alter ego of Garmoja, the defendant, 
as a mere depository or transmittal agent of the proceeds of the arrangement, 
had no status to assert the illegality of those transactions... .5 

So far as the Bretton Woods Agreement is concerned, we are unable to 
see how it affects plaintiff's right to maintain this action. The pertinent provi- 
sion (art. VIII, §2, subd. [b]; 60 U.S. Stat. 1411) recites: “Exchange contracts 
which involve the currency of any member and which are contrary to the 
exchange control regulations of that member maintained or imposed con- 
sistently with this Agreement shall be unenforceable in the territories of any 
member.” While there is evidence that the applicable Italian foreign exchange 
regulations were “‘maintained or imposed consistently with” the Agreement, 
and while the quoted provision unquestionably prevents the courts of this 
State from enforcing illegal transactions in the field of international currency 
exchange, we do not see how this affects the New York common-law rule 
prohibiting an agent or depository from asserting a defense of illegality 
which the principals have elected to waive. 

Plaintiff here is seeking to enforce a lawful promise of payment by a party 
unconnected with the antecedent illegal exchange agreement. This promise 
was made in New York, to be performed in New York, and its enforcibility 
is governed by New York law. The same is true of defendant’s negligence, 
which was committed in New York. 

The Bretton Woods Agreement adds nothing to the already settled law 
of this State that a party to an illegal agreement cannot enforce it against the 
other party. By forbidding any court in the United States from enforcing a 
foreign exchange contract which violates the exchange regulations of a foreign 
signatory to the agreement, it prevents a local court from refusing to give 
effect to the foreign law of a member on the ground that it is contrary to the 
public policy of the forum (see Perutz v. Bohemian Discount Bank in Liquida- 
tion, 304 N.Y. 533, 537, 110 N.E. 2d 6, 7), or because the foreign law provides 
only penal sanctions for its violation—as was the case with the Italian exchange 
regulations involved here—and hence should not be given extraterritorial 
effect (see Loucks v. Standard Oil Co., 224 N.Y. 99, 102-103, 120 N.E. 198). 
In our opinion, it in no way affects the common-law rule of this State that a 
depository of the proceeds of an illegal transaction cannot plead the illegality 

: of the transaction as a bar to suit against it for breach of contract and negli- 
2 gence.® 


In other words, if Corti, after receiving the lire from Garmoja, had 
refused to transfer the dollar equivalent as agreed, it could not have 
been compelled by law to do so. But Corti did transfer the dollars to 


5190 N.Y.S.(2d), p. 356. 
$190 N.Y.S.(2d), pp. 358-59. Italics in the original. 
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the defendant, National City, which, as depository, could not plead the 
illegality of the antecedent Garmoja-Corti agreement to resist the claim 
of Southwestern, the assignee of the dollars, based on the subsequent 
agreement between Southwestern and National City. Hence, National 
City must be held liable on Southwestern’s claim. 

The dissenting opinion emphasized the rule that the courts will not 
lend their aid to enforce an illegal bargain, and that the right to take 
this objection is not confined to the parties to the illegal transaction. 
The exception that the majority opinion relied on was confined to 
circumstances in which the illegal transaction had been fully completed 
but in which a mere repository for one of the parties then refused to 
surrender the money. 


The present is not such a case since judgment for the plaintiff here would 
in effect compel the taking of the final step in the transaction itself—a step 
without which the transaction would be meaningless—that is, the assignment 
to the plaintiff. ... There are plenty of controlling cases which say that the 
“Tepository” exception does not apply when the whole thing is one single 
transaction. .. . 

Although the point is not made in these terms by defendant, it would seem 
that this defendant, had it learned the purpose for which this assignment was 
made, could have refused to recognize that document and could have stood 
on its right not to aid in carrying out an essentially illegal transaction. That 
being so, its position is not made worse by the fact that by error or negligence 
it paid out the money to the assignor instead of holding it for the assignee and 
thus rounding out the whole forbidden transaction.’ 


The defendant, National City, petitioned the Supreme Court of the 
United States for a writ of certiorari to review the New York judgment, 
invoking that portion of Title 28 U.S.C. Section 1257 which reads: 

Final judgments or decrees rendered by the highest court 0: a State in which 

a decision could be had, may be reviewed by the Supreme Court as follows: .. . 

(3) By writ of certiorari . . . where any title, right, privilege or immunity is 

specially set up or claimed under the Constitution, treaties or statutes of, or 

commission held or authority exercised under, the United States. 
The federal questions which National City sought to have reviewed 
under this provision were (a) whether the State of New York had 
improperly superseded the policy of the United States as set forth in 
Article VIII, Section 2(b), of the Fund Agreement and the U.S. Bretton 
Woods Agreements Act,® which gave the provision full force and effect 
in the United States, by interpreting New York law in such a way as to 
deny National City the right to assert a defense based on the provision, 
and (b) whether the New York Court of Appeals had interpreted the 
provision in a manner inconsistent with the construction adopted by 
other signatory countries and with the international commitment of 
the United States. 


7190 N.Y.S.(2d), p. 360. 
559 Stat. 512 (1945). 
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On the first question, National City argued in its brief that, if the 
application of Article VIII, Section 2(b), could be made to depend on 
such matters of state practice as the New York depository exception, 
the federal policy involved in the provision would be enforced in some 
U.S. states but not others and thus would not be observed uniformly 
in the United States as a whole. 


On the second question, National City argued that dicta in the 
opinion of the New York Court of Appeals assumed that Article VIII, 
Section 2(b), applied only to suits by one party to an exchange contract 
against the other. Various commentators had agreed, however, that the 
unenforceability provision was not limited in this way. Moreover, the 
Court of Appeals had placed an unduly narrow construction on the 
term “exchange contracts.” That term should be construed to cover all 
steps essential to the accomplishment of the illegal objective. This 
would include the assignment to Southwestern. The courts in other 
member countries, such as the Hong Kong Supreme Court in White v. 
Roberts® and the Schleswig-Holstein Oberlandesgericht in Lessinger v. 
Mirau,” had adopted a broad construction of the provision consistent 
with its obvious purpose of discouraging illegal transactions. The present 
case was the first in which the construction of Article VIII, Section 2(b), 
would determine the outcome, and in view of the status of New York 
as a world financial center, it was important to establish a satisfactory 


precedent. 

As already indicated, the Supreme Court denied the petition for a 
writ of certiorari. It is respectfully submitted that the result of 
the litigation is unfortunate. The mischief at which Article VIII, 
Section 2(b), is directed is the evasion of the exchange controls of other 
Fund members that are consistent with the Fund Agreement. The provi- 
sion requires members to collaborate by ensuring that their judicial and 
administrative institutions refuse to enforce exchange contracts that 
evade such controls. In this case, it is undeniable that, in the result, the 
courts of one Fund member saw to it that performance was completed 
of a contract which evaded the exchange control law of another member. 
Incidentally, this was the outcome even though what National City 
had done, namely pay Anlyan, was strictly in accordance with Italian 
law and the exchange license granted to Corti under it. It is understand- 
able that courts should be reluctant to allow a depository to profit by 
retaining the proceeds of an illegal transaction between other parties, 

933 Hong Kong Law Reports (1949) 231-82, discussed in “The Fund Agreement 
in the Courts—V,” Staff Papers, Vol. V1 (1957-58), pp. 461-64. 

10 Unreported. Discussed by Hartwig Biillck in Jahrbuch fur Internationales Recht, 


Vol. 5, Part 1 (1955), pp. 113-23, and in “The Fund Agreement in the Courts—V,” 
Staff Papers, Vol. VI (1957-58), pp. 464-68. 
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but in this case National City had not retained the proceeds but had 
paid them over in a manner consistent with Italian law.'! 

It was recognized that the courts would not have lent their assistance 
if the action had been between Garmoja and Corti. But a distinction 
was drawn, and assistance was available, because the proceedings were 
between the agent and alter ego of Garmoja and the depository of Corti. 
It was thus the illegal stratagem itself which was adopted by the Court 
as the basis for a distinction as to the application of the unenforceability 
rule of Article VIII, Section 2(b). 

The distinction made was that Southwestern was “a party uncon- 
nected with the antecedent illegal exchange contract” and that 
Article VIII, Section 2(b), adds nothing to the rule that “a party to an 
illegal agreement cannot enforce it against the other party.” Whatever 
might be said of an action to enforce a genuinely independent agreement 
by a genuinely independent party, this was certainly not the situation 
here. In this case, Garmoja and Southwestern could be distinguished 
only in a formal and artificial sense. Southwestern represented Garmoja 
for the purposes of the contract, and officials of Southwestern admitted 
in evidence that they understood the dollars to belong to Garmoja, and 
that they were to be held by Southwestern for Garmoja. Was the action 
by Southwestern, Garmoja’s representative, to enforce the contract? 
It could be said not to be for this purpose only if the arrangements were 
split into three steps which were then regarded as unrelated: Garmoja’s 
payment of lire in return for Corti’s transfer of dollars to Anlyan; 
Anlyan’s assignment to Southwestern; and National City’s promise to 
pay Southwestern. To regard these steps as unrelated ignored the true 
nature of the facts, including the fact that Corti itself agreed that the 
transfer of dollars to Anlyan by Corti, and presumably the payment of 
lire by Garmoja to Corti, were not to take place until Corti obtained 
Anlyan’s assignment to Southwestern. All of the steps were related as 

11 This point is related to the one made in the minority opinion of the Court of 
Appeals. The minority held that, if National City had discovered the illegality of the 
assignment to Southwestern, it could have refused to carry out the assignment, and 
could have discharged itself by paying Anlyan, the assignor. National City should 
not be in a worse position because it did this unwittingly. On this point, it is interesting 
to compare Société ‘Filature et Tissage X. Jourdain’ v. Epoux Heynen-Bintner (see Pasi- 
crisie Luxembourgeoise [1957], pp. 36-39, and “The Fund Agreement in the Courts—V,” 
Staff Papers, Vol. VI [1957-58], pp. 468-70). J., a resident of Luxembourg, entered 
into a valid and enforceable contract with S, a resident of France. W, another resident 
of France, attempted to pay J, on behalf of S, in a way which was inconsistent with 
French exchange control regulations. A French court held that this did not discharge 
S., and the Luxembourg Court held that Article VIII, Section 2(b) required it to 
recognize this judgment. In the Luxembourg case, the issue was the effect of a judg- 
ment based on a payment inconsistent with the exchange control regulations of another 


member. In the Southwestern case, an issue raised by the minority in the Court of Appeals 


was oo effect of a payment consistent with the exchange control regulations of another 
member. 
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part of a single arrangement, with a purpose common to both Garmoja 
and Corti. The action was really by Garmoja to perfect the performance 
which was the subject of the agreement with Corti, i.e., to get the 
dollars into the hands of Southwestern for Garmoja’s benefit. The 
arrangement as a whole, and not some fraction of it, provided for this 
purpose, and should have been treated as the “exchange contract.” 

It is implied in the foregoing comments that Article VIII, Section 2(b), 
should not be understood as confined to proceedings between the 
immediate parties to a contract. Nothing in the language of Article VIII, 
Section 2(b), requires such an interpretation. “Exchange contracts” are 
to be “‘unenforceable.”” Therefore, if judicial relief would have the effect 
of enforcing the contract, i.e., seeing to it that the contract is performed 
or that a sanction is imposed for nonperformance, that relief is to be 
withheld. Nor is there anything in the Fund’s authoritative interpreta- 
tion of Article VIII, Section 2(b), which lays down a different rule.’ It 
declares that parties cannot get judicial or administrative assistance for 
the performance of the contracts declared unenforceable, but it does not 
declare that the proceedings to which this rule applies must be between 
the parties to the contract. It is certainly sufficient if one party is suing, 
and this would include anyone who represents a party. 

In any event, there is no reason to assume that the provision requires, 
as a condition of its application, the presence of even one party as a 
litigant if the issue is the enforcement of a contract covered by the 
provision. The Fund’s interpretation was not intended to be, and quite 
obviously is not, an interpretation of all aspects of the provision. The 
main purpose of the interpretation was to draw attention to the rule of 
unenforceability and to the consequence that, in the cases covered by 
the provision, the courts of member countries should no longer refuse 
recognition to the exchange control regulations of other members 
either because the public policy of the forum would otherwise prevent 
recognition or because the law of the exchange control regulations is 
not, under the private international law of the forum, the law governing 
the exchange contract or its performance. The Fund’s interpretation 
does not deal with issues unrelated to these aspects. The word “parties” 
or “party” was used in relation to these aspects because, in the great 
majority of litigated cases that involve the enforcement of exchange 
contracts, one or more of the parties to the contract will be parties to 
the proceedings. 


2See Joseph Gold, “The Fund Agreement in the Courts,” _ Papers, Vol. I 
(1950-51), pp. 326-27. 
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AUSTRIA 


On July 2, 1958, the Supreme Court of Austria decided a case in 
which it found that Article VIII, Section 2(b), did not apply.” In 1945, 
the plaintiff, who now claimed to be an Austrian resident but was then 
a resident of Zagreb in Yugoslavia, agreed with the defendant bank in 
Zagreb that the latter would open credits for him with its correspondent, 
the Creditanstalt-Bankverein, in Vienna. The contract was made in 
Zagreb, and the plaintiff paid the counterpart of the credits there. The 
credits were to be used for the importation of merchandise into Croatia, 
but there remained an unused balance as late as January 1956, when 
the plaintiff began these proceedings. The plaintiff had requested the 
Vienna bank to pay this balance to him, but it refused to do this without 
the consent of the defendant bank. The defendant withheld its consent 
on the ground that the plaintiff had ceased to be the owner of the balance 
because it had been confiscated by the Yugoslav People’s Republic. The 
plaintiff asked the Austrian Court to order the defendant to give its 
consent to the surrender of the balance to him by the Vienna bank, or to 
order an assignment of the balance to him. 

The court of first instance rejected the plaintiff’s request for relief, 
and the Court of Appeal affirmed this decision: 


The Court of Appeal referred to Yugoslav foreign exchange law and found 
that the provisions applicable to the case at hand did not provide for a con- 
fiscation without indemnification and were not in conflict with good morals. 
Rather, they were measures such as have been introduced in numerous states 
for the purpose of protecting the domestic economy and currency, and which 
were expressly recognized by the Bretton Woods Agreement. Consequently, 
Yugoslav foreign exchange law must be applied and, accordingly, the plaintiff's 
claim against the defendant must be rejected on the ground that it demanded 
a legally impossible payment. This result was especially supported by the 
consideration that, even if the plaintiff were a resident of Yugoslavia for 
foreign exchange purposes, in full possession of his rights and having a right 
to assignment, he could not have brought his claim before the Courts of the 
Federal Peoples Republic of Yugoslavia without the approval of the assignment 
by the exchange authorities. A change of residence should not improve the 
plaintiff’s position in this respect. 


The Supreme Court reversed this judgment: 


The claim, both in its primary form and in the above mentioned second 
wording, constitutes an actio mandati directa. The plaintiff, who, according to 
the defendant’s latest statements in the proceedings, covered the defendant 
for the credits opened in Vienna, demands as mandator from the other party 
as mandatarius the surrender of the profits from the transaction. This legal 
relationship is subject to the private law norms prevailing at the time in 
Zagreb. Direct legal relations between the plaintiff and the Bank in Vienna 
never existed. The law governing the contract pursuant to the principles of 
Austrian private international law, which is the law prevailing in Zagreb, 
would not require the application of Yugoslav foreign exchange law in the 





13 Juristische Blatter, February 7, 1959, pp. 73-74. 
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circumstances of this case even if, in deference to the newer doctrine, the 
hitherto prevailing jurisprudence were abandoned. . . . This jurisprudence 
held that foreign decrees were not to be taken into account by domestic 
tribunals even when the legal relationship was subject to the law of the state 
which issued these decrees, if their application would affect a domestic creditor. 
Similarly, the newer doctrine which takes account of Article VIII, Section 2(b) 
of the Articles of Agreement of the Internationa] Monetary Fund .. . provides 
merely that payments prohibitions based on alien foreign exchange laws must 
be taken into account if the shifting of assets resulting from the payment 
would occur (or at least, also occur) within the territory of the restricting 
state, since this state has the jurisdiction to seize, and legislate with respect to, 
assets located within its territory. The case under consideration, however, 
deals only with assets situated in a blocked account within this country. 
These assets stand in no relation to the Yugoslav foreign exchange provisions 
other than that the defendant is subject to these provisions. The applicable 
foreign exchange law is not determined on the basis of the law governing the 
contract, but on the basis of the law applicable to property, which points in 
the case at hand solely to the domestic laws. . . . 

In the primary claim the Court was asked to order the defendant to consent 
to the surrender by the bank in Vienna of the counterpart of the unutilized 
credits to the plaintiff. . . . The contract of mandate which existed between 
the parties amply justifies such a judgment, since the mandatarius should 
surrender to the mandator all the profits deriving from the transaction. 
Consent to the surrender of the counterpart by a third party differs from 
assignment of claims deriving from unutilized credits with a third party only 
in formulation. 


It will be observed that the Austrian Supreme Court interpreted the 
private international law of Austria, apart from Article VIII, 
Section 2(b), as precluding recognition of the exchange control re¢gula- 
tions of another country, even when they were part of the law governing 
the transaction in issue, if recognition would adversely affect the interests 
of a domestic creditor. The plaintiff had ceased to be a Yugoslav resident 
and had become an Austrian resident and perhaps citizen. No such 
limitation can be imposed on the scope of Article VIII, Section 2(b). 
Any special tenderness for the interests of residents which the public 
policy of the forum might prescribe has been replaced by a putlic 
policy of helping to protect, under Article VIII, Section 2(b), the 
exchange resources of other members of the Fund. In applying the 
provision, no reservation was made for local residents by the Hcng 
Kong Court in White v. Roberts, the Luxembourg Court in Societe 
‘Filature et Tissage X. Jourdain’ v. Epoux Heynen-Bintner, the Ham- 
burg court in the case discussed in an earlier article,'* or the New York 
court in Perutz v. Bohemian Discount Bank in Liquidation." 

4 See footnote 9. 

15 See footnote 11. 

16 Joseph Gold, “The Fund Agreement in the Courts—IV,” Staff Papers, Vol. V 
(1956-57), pp. 297-301. 

17304 N.Y. 533, 110 N.E.(2d) 6 (1953); see Joseph Gold, “The Fund Agreement in 
the Courts—III,” Staff Papers, Vol. III (1953-54), pp. 303-08. It is not clear whether 


the decision in this case was based on Article VIII, Section 2(b), or on the effect of the 
Fund Agreement as a whole. 
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The Austrian Supreme Court did not suggest that Article VIII, 
Section 2(b), is limited to cases in which residents would not be adversely 
affected, but it did apply another limitation. It declared that the provi- 
sion was operative only where the payment restricted by the exchange 
control regulations of a state would involve a transfer of assets within 
the territory of that state. The reason which the Court gave for this 
severe limitation on the scope of the provision is that “this state has 
the jurisdiction to seize, and legislate with respect to, assets located 
within its territory.” The analogy of seizure is, of course, misleading. 
Exchange control as such is not seizure. It involves a husbanding of 
resources, but not their conscription without compensation. This 
regulation of resources normally includes the control of assets within 
the territory of the controlling state. But, in addition, regulation is just 
as often exercised by the control of persons who are resident within the 
territory of the controlling state. That state has “jurisdiction to... 
legislate with respect to” its residents in their performance of such acts 
as the transfer of assets and the creation of liabilities to nonresidents, 
and this form of control is as common and as well recognized a basis| of 
jurisdiction as the situs of assets. Article VIII, Section 2(b), does not 
distinguish among the possible jurisdictional bases for exchange control 
legislation when referring to “exchange control regulations . . . main- 
tained or imposed consistently with this Agreement.” To make the 
distinction adopted by the Austrian Court would destroy half the pro- 
tection of the provision. In the Austrian case, the defendant, the Zagreb 
bank, was a resident of Yugoslavia, and it was subject to Yugoslav 
exchange control regulations under which it could not freely transfer 
the unutilized crecits to the plaintiff. This is a form of exchange control 
which members have jurisdiction to adopt and which is covered by 
Article VIII, Section 2(b), if they do adopt it. 

Pursuing the line that it had taken, the Court held that the plaintiff's 
claim derived from but was not based on the contract between the 
parties. The claim was founded in property and not contract, and was 
thus governed by the law of Austria and not Yugoslavia.'* By permitting 
the plaintiff to recover on this claim, the Austrian Court altered the 
nature of the contract between the parties and then enforced it in a 
form that had not been licensed by the Yugoslav exchange control 
authorities. The contract made by the parties and licensed by the 
Yugoslav authorities was for the establishment of credits in Vienna so 
that the plaintiff could bring imports into Yugoslavia. It was not simply 
a contract for the transfer of exchange resources to the plaintiff abroad. 

18 For a discussion of the relation of Article VIII, Section 2(b), to quasi-contractual 


claims, see ‘““The Fund Agreement in the Courts—V,” Staff Papers, Vol. VI (1957-58), 
pp. 467-68, and the Maastricht decision discussed later in the present article. 
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Such a contract would have involved an unrequited use of Yugoslavia’s 
exchange resources and would not have been licensed. The parties must 
have known, and it was thus necessarily an implied term in their contract, 
that if the credits were not used for imports the plaintiff would not be 
entitled to retain the foreign exchange. In those circumstances, he 
would be entitled to the return of the Yugoslav counterpart which he 
had paid for the foreign exchange, and this was presumably still available 
to him because the Austrian Court of Appeal found that the case did not 
involve confiscation. What the Austrian Supreme Court did was to 
award the plaintiff the balance of the foreign exchange even though 
imports had not been made for this amount. This was inconsistent with 
what the parties must have understood their contract to be and also 
with the license granted by the Yugoslav authorities. Of course, if the 
parties had intended an unconditional transfer of the foreign exchange, 
this was even more obviously contrary to Yugoslav exchange control 
and the license granted under it. In the result, the decision brought 
about a loss of foreign exchange to Yugoslavia which could and should 
have been avoided by the application of Article VIII, Section 2(b). 


Tar NETHERLANDS 


The main interest of Stichting Leids Kerkhovenfonds v. Bank of Indo- 
nesia,'® decided by the First Chamber A of the District Court of Amster- 
dam on June 21, 1960, is in a dictum acknowledging the obligation, 
resulting from the Fund Agreement, of a Dutch court to recognize the 
exchange control legislation of Indonesia in appropriate circumstances, 
but with due regard to other relevant international engagements between 
the Netherlands and Indonesia. The Astronomical Society of Indonesia, 
which was established at Bandung, was dissolved in 1951, and the 
liquidators, who were residents of the Netherlands, assigned to the 
plaintiff, also a resident of the Netherlands, certain of the Society’s 
assets, a balance of Netherlands guilders and Dutch securities deposited 
with the defendant’s Amsterdam branch. The assignment was made in 
Amsterdam with the license of the Netherlands Bank, but no license 
was ever granted by the Foreign Exchange Institute of Indonesia. In 
this proceeding, the plaintiff claimed payment and surrender of the 
assigned assets. The defendant argued that as an Indonesian authorized 
bank it was bound by Indonesian exchange control legislation, that the 
securities had been registered with the Indonesian Exchange Institute, 
and that the Institute had not licensed the payment and transfer. 

19T am indebted to my colleague, Mrs. Philine R. Lachman, who obtained and 


translated the reports of the Dutch cases considered in this article. I have also benefited 


from discussing these cases with her, but she cannot be held accountable for any of the 
views that I have expressed. 
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The District Court said that 


. a Dutch court cannot in general limit itself to testing its judgment against 
Dutch exchange law, but in certain circumstances its judgment must 
also be tested against foreign exchange law, notably if and to the extent that 
the foreign exchange law must be considered to apply to the legal relation to 
be judged by the Dutch court, provided that the application of such foreign 
exchange law does not violate Dutch public policy and good morals; 

. with respect to Indonesian exchange law in particular such testing may 
not be omitted in cases where the court is faced with the question of the 
significance to be attributed to the Draft Financial and Economic Agreement 
which was accepted on November 2, 1949 at the Round Table Conference 
during the Second General Assembly. The same applies with respect to the 
significance of the adherence on April 14, 1954 of the Republic of Indonesia to 
the Agreement concerning the International Monetary Fund, to which Agree- 
ment the Netherlands had already adhered pursuant to ratification by the 
law of December 20, 1945, Official Journal F 318. 


The Court held that, under the arrangements made at the Round 
Table Conference, it had been agreed that assets within the Netherlands 
foreign exchange sphere prior to May 10, 1940 remained within that 
sphere, and that these arrangements could not be changed unilaterally. 
The assets in issue had at all times been within the Dutch sphere. The 
bank balance had been fed exclusively with the revenues and redemp- 
tions of the securities, so that no part of the assets had been drawn from 
the Indonesian economy. The Court held that, under the agreed arrange- 
ments, the assets were never subject to Indonesian exchange control law. 
Alternatively, the Indonesian authorities must be taken to have given 
a license for such transfer as might be made. The Dutch courts could 
not be compelled by subsequent unilateral action on the part of Indo- 
nesia to recognize the effect of Indonesian exchange control on these 
assets. It was, therefore, unnecessary to consider to what extent Nether- 
lands public policy and good morals prevented the recognition by a 
Dutch court of Indonesian exchange control regulations under present 
circumstances, because there was no provision of Indonesian law which 
prevented judgment for the plaintiff. 


The decision of the District Court of Maastricht in Frantzmann v. 
Ponijen** on June 25, 1959 is perhaps the first decision of a Netherlands 
court based squarely on Article VIII, Section 2(b), of the Fund Agree- 
ment. In 1955, the parties, who were then residents of Indonesia, made 
an agreement in Indonesia under which the plaintiff paid to the defendant 
a sum in Indonesian rupiah in return for a promissory note. This note 
required the defendant to pay the plaintiff in the Netherlands 5,000 
Dutch guilders, either in a lump sum or in installments. The agreement 
was subject to licensing under Indonesian exchange control law, but 

20 Nederlandse Jurisprudentie 1960, No. 290. The headnote to the report refers to 


the article by Philine R. Lachman entitled “‘Overtreding van buitenlandse deviezen- 
bepalingen” in Nederlands Juristenblad, 1958, Afl. 17 (April 26, 1958), pp. 388-40 
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no license was granted. Both parties subsequently became residents of 
the Netherlands, where the defendant paid 700 guilders to the plaintiff. 
The plaintiff claimed the balance, interest, and costs. 


There are many interesting features of the District Court’s opinion. 
Its discussion of the relevant law began as follows: 


... The defendant argues primarily that an exchange contract concluded in 
violation of the foreign exchange provisions of any member country of the 
International Monetary Fund—the text of which was laid down at the Mone- 
tary and Financial Conference of the United Nations held at Bretton Woods 
from July 1-22, 1944—is unenforceable in law pursuant to Article VIII, 
Section 2(b) of that Agreement. 

By the law of December 20, 1945, S. F 318, the Netherlands adhered to the 
above Agreement, hereinafter called the Fund Agreement, as of December 27, 
1945. The Agreement was published in the Netherlands by Royal Decree of 
October 9, 1946, S. G 278. Pursuant to Article 65 of the Constitution, the 
above Agreement is binding on everyone as of the time of its publication to 
the extent that this is required by the contents of the provisions of this Agree- 
ment. ... 

Indonesia joined the Fund on April 14, 1954. The above Foreign Exchange 
Ordinance of 1940 and Foreign Exchange Decree must be considered as 
exchange legislation of that country maintained in accordance with the Fund 
Agreement. Article VI, Section 6 of the Fund Agreement provides that 
members can exercise such control as is necessary to regulate international 
capital movements. The fact that the Indonesian legislation is in accordance 
with the Fund Agreement is especially obvious, since pursuant to Article XX, 
Section 2(a) of the Fund Agreement members are bound to deposit an instru- 
ment with the Government of the United States of America, declaring that 
they accept the Agreement in accordance with their laws and have taken all 
necessary steps to enable them to carry out all their obligations under the 
Agreement, while Section (b) of this provision adds that governments can 
join the Fund only as of the date on which the above instrument has been 
deposited on their behalf. 


The first point to notice on this passage is that the Court regarded the 
Indonesian regulation as a control of capital transfers, and therefore 
authorized by Article VI, Section 3, of the Fund Agreement.” Thus, in 
deciding that this control must be recognized under Article VIII, 
Section 2(b), the Court was not perturbed by the title which prefaces 
the text of Article VIII, Section 2: “Avoidance of restrictions on current 
payments.” The conclusion that Article VIII, Section 2(b), applies to 
exchange control regulations governing capital as well as current 
transactions” is undoubtedly correct. The language of Section 2(b) 
makes no distinction between the two categories of transactions, and 
there would be no basis in the rationale of the provision for forcing a 


*1 “Controls of capital transfers —Members may exercise such controls as are necessary 
to regulate international capital movements, but no member may exercise these controls 
in a manner which will restrict payments for current transactions or which will unduly 
delay transfers of funds in settlement of commitments, except as provided in Article VII, 
Section 3/b), and in Article XIV, Section 2.”’ The reference to Article VI, Section 6, 
is a slip. The obvious intention was to refer to Article VI, Section 3. 

2 For the definition of current transactions in the Fund Agreement,see Article XIX(i). 
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distinction. Moreover, the drafting history of the provision shows quite 
clearly that it was regarded, inter alia, as a contribution to the dis- 
couragement of undesirable capital movements.” 


The second point to notice is that the Court relied on Article XX, 
Section 2, as proof that the Indonesian regulation met the test of 
Article VIII, Section 2(b), of being “maintained or imposed consistently 
with this Agreement.” Article XX, Section 2(a) and (b), reads as follows: 

(a) Each government on whose behalf this Agreement is signed shall deposit 
with the Government of the United States of America an instrument setting 
forth that it has accepted this Agreement in accordance with its law and has 


taken all steps necessary to enable it to carry out all of its obligations under 
this Agreement. 

(b) Each government shall become a member of the Fund as from the date 
of the deposit on its behalf of the instrument referred to in (a) above, except 
that no government shall become a member before this Agreement enters into 
force under Section 1 of this Article. 


In fact, these provisions did not apply to Indonesia, which, as a country 
subject to Article II, Section 2,24 was bound by paragraph 8 of the 
Membership Resolution adopted by the Fund’s Board of Governors in 
respect of Indonesia.”° The differences between Article XX, Section 2, 
and paragraph 8 of Indonesia’s Membership Resolution are not material 
for the present purpose. What is interesting is that the Court assumed 
that the regulation must have been consistent with the Articles at the 
date when Indonesia joined the Fund, and must therefore have remained 
consistent at all other material dates. This was a safe assumption, not 
because of paragraph 8 of the Membership Resolution, but because of 
the privilege of members at all times to control capital transfers in 
accordance with Article VI, Section 3. If the pertinent exchange control 
regulation were a restriction on payments and transfers for current 
international transactions, consistency with the Articles at some date 
subsequent to the acceptance of membership in the Fund could not have 
been so readily assumed. This uncertainty would result from the Fund’s 
power to make representations for the withdrawal or abandonment of 
these restrictions under Article XIV, Section 4,?° or to refuse approval 


% Proceedings and Documents of the United Nations Monetary and Financial Conference 
(U.S. Department of State Publication 2866, International Organization and Conference 
Series I, 3), Doc. 191, p. 230; Doc. 343, p. 576. 

24 “Other members.—Membership shall be open to the governments of other countries 
at such times and in accordance with such terms as may be prescribed by the Fund.” 

25 Resolution No. 7-9 adopted on September 11, 1952. 

36 “*| |. The Fund may, if it deems such action necessary in exceptional circumstances, 
make representations to any member that conditions are favorable for the withdrawal 
of any particular restriction, or for the general abandonment of restrictions, inconsistent 
with the provisions of any other article of this Agreement. The member shall be given 
a suitable time to reply to such representations. If the Fund finds that the member 
persists in maintaining restrictions which are inconsistent with the purposes of the 
Fund, the member shall be subject to Article XV, Section 2 (a).” 
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of them under Article VIII, Section 2(a).2” It is for reasons such as these 
that the Fund stated in its authoritative interpretation of certain 
aspects of Article VIII, Section 2(b), that it “is prepared to advise 
whether particular exchange control regulations are maintained or 
imposed consistently with the Fund Agreement.” It is for such reasons 
also that the Fund has been frequently approached for a statement 
certifying whether or not certain regulations were maintained or imposed 
consistently with the Articles. This procedure is all the more important 
now that a number of countries that are major participants in world 
trade and payments have given up the privileges of Article XIV, under 
which they had considerable latitude to maintain and adapt restrictions 
on payments and transfers for current international transactions, and 
have declared their acceptance of Article VIII,2® under which the 
approval of the Fund is required for the retention, introduction, or 
adaptation of such restrictions. 
After the passage quoted above, the Court continued as follows: 


The agreement between the parties by which the defendant agreed in 
Indonesia, on the basis of an amount in rupiah received as a loan from the 
plaintiff, to render to the plaintiff in the Netherlands an amount of 5,000 
Dutch guilders, is in essence an exchange of currencies and, consequently, 
constitutes an exchange contract within the sole meaning of this term. This 
contract also involved the currency of Indonesia and it violated the exchange 
legislation of that country. As was mentioned above, both contracting 
parties were exchange residents of Indonesia within the meaning of Article 1, 
subsection 1(a) of the 1940 Foreign Exchange Ordinance and their 
contract involved a claim which, pursuant to Article 2, Section 2, part 1, and 
Article 1(8) of this Ordinance, was considered as a foreign claim. Pursuant to 
Article 11, Section 1(c) of the Foreign Exchange Decree the conclusion of such 
a contract was permitted to residents only with a license issued by or on behalf 
of the Foreign Exchange Institute. Such a license had not been issued. 

It is irrelevant in this connection for what purpose the defendant received 
the rupiah from the plaintiff. Similarly, it is irrelevant in this connection 
whether the parties were conscious of the fact that they acted in violation of 
the exchange provisions of Indonesia. 


In this passage, the Court held that the contract between the parties 
was an “exchange contract” and that it “involved” the currency of 
Indonesia. This was, of course, undeniable because the contract was for 
the exchange of Indonesian currency against Dutch currency. However, 
what must be challenged, with all due respect, is the dictum, which was 
unnecessary for the decision of the case, that a contract of this kind is 
the sole type of contract within the meaning of the words “exchange 
contract.” This conclusion narrows the scope of the provision in such a 

*7 “Subject to the provisions of Article VII, Section 3(b), and Article XIV, Section 2, 
no member shall, without the approval of the Fund, impose restrictions on the making 


of payments and transfers for current international transactions.” 
% See footnote 12. 


**See International Monetary Fund, Annual Report, 1960, pp. 7-8, 29-31, and 
International Financial News Survey, Vol. XIII (1961), p. 41. 
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way as to make it of little practical importance, and it is contrary to the 
main trend of jurisprudence and the main current of opinion among 
commentators.” 


The Court then went on to state these principles: 


Irrespective of the fact that under Indonesian law, which applies under 
the rules of Dutch private international law (since the parties were both within 
the legal sphere of Indonesia at the time the contract was concluded and since 
this contract was concluded in Indonesia), every contract concluded in viola- 
tion of provisions issued on the basis of the 1940 Ordinance is legally void pur- 
suant to Article 29 of this Ordinance, and, furthermore, irrespective of the 
fact that this entails nullity of the obligation pursuant to Article 1373 of the 
Netherlands Civil Code, since such obligation has been contracted in violation 
of good morals, the plaintiff’s claim must be declared non-receivable on the 
basis of Article VIII, Section 2(b) of the Fund Agreement. Pursuant to 
Article 65 of the Constitution, this provision is directly binding on everyone 
and thus constitutes a part of the total legal] provisions which are binding 
upon a Dutch forum. The Dutch forum must refrain from evaluating the 
Indonesian foreign exchange provisions and must also refrain from judging 
the question whether in view of its behavior Indonesia can be considered as a 
treaty partner. Apart from the fact that a partner to a treaty which has had 
to protest against violations of international agreements must itself fulfill its 
obligations, the paramount interest is that the international order to which 
the Netherlands and Indonesia have both adhered be respected. 


There are three principles in this paragraph which deserve comment. 
First, the Court states, in effect, that even though it could have reached 
the same result under traditional Dutch private international law, 
under which Indonesian law would have been the governing law, it was 
basing its conclusion, not on that private international law, but on 
Article VIII, Section 2(b), of the Fund Agreement. Secondly, the Dutch 
Court would not seek to evaluate the Indonesian regulation, but would 
recognize that the public policy of the Fund Agreement had become its 
public policy. Thirdly, the Dutch Court would not depart from this 
position because, in the view of the Netherlands, other treaty engage- 
ments between the two countries not legally relevant to the claim in 
issue had been neglected by Indonesia. 
The judgment concluded with these paragraphs: 

It also follows from the above that the fact that the defendant has partly 
executed her promise to repay cannot render the plaintiff’s claim receivable. 

On the basis of the defendant’s conduct, by which she first induced the 
plaintiff to lend her money with promises of repayment but now refuses the 
performance of these promises, the plaintiff augments his claim with the 
subsidiary claim of payment of the amounts mentioned in his primary claim 
as damages for tort committed by the defendant. 

After both parties had acted in disregard of the foreign exchange provisions 


of Indonesia, the defendant is not now acting contra legem, but, on the contrary, 
secundum legem. 





30 See, for example, “The Fund Agreement in the Courts—V,” Staff Papers, Vol. VI 
(1957-58), pp. 466-67, 470; “The Fund Agreement in the Courts—IV,” Staff Papers, 
Vol. V (1956-57), p. 284. 
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The plaintiff had not alleged any facts which would show that the defendant 
acted without any reasonable purpose or exclusively with the intention to 
harm the plaintiff. 


In acting as alleged by the plaintiff, the defendant has not gone beyond the 
limits of a breach of obligation in such a way as to be subject to a natural 
obligation to the extent that her obligation was not wholly void, and therefore 
the plaintiff cannot succeed on his subsidiary claim. 


In other words, where a party’s claim based on an “exchange contract” 
is unenforceable because of Article VIII, Section 2(b), he cannot succeed 
by reformulating the claim as one for damages for tort, or for the 
performance of a natural obligation, or for the restitution of an unjusti- 
fied enrichment. A similar result was reached by the Hong Kong Court 
in White v. Roberts and by the Schleswig Court in Lessinger v. Mirau."! 

Lembaga Alat-Alat Pembarajan Luar Negeri and the Republic of 
Indonesia v. Brummer, Bekker, and Winkelman and Company suggests 
the following general question: If a contract is unenforceable as a result 
of Article VIII, Section 2(b), can the member country whose exchange 
control regulations were violated attack the contract, or a judgment 
based on it, in the courts of another member country? 

Winkelman was a firm established in Indonesia, and Tengbergen was 
a director of the firm. Tengbergen left Indonesia for the United States 
in September 1940 and remained there until after the war. Tengbergen 
claimed a large sum of guilders from Winkelman as salary and expenses. 
In August 1951, Tengbergen assigned this claim to Brummer and Bekker, 
residents of the Netherlands, for a nominal amount of guilders, and in 
September 1951 the Netherlands Bank issued a license for this assign- 
ment. Tengbergen’s intention was to make the amount of his claim 
available to the shareholders of Winkelman, and Brummer and Bekker 
agreed to distribute to the shareholders any recovery in excess of what 
they had paid for the assignment to them. Winkelman had assets with 
the Amsterdam office of the Java Bank. Brummer and Bekker sued to 
attach these assets in the District Court of Amsterdam, Third Chamber, 
and judgment was given for them in December 1952. Various appeals 
taken during the next four years failed to shake this verdict. It is not 
known whether at any time the judgment was attacked on the basis of 
Article VIII, Section 2(b). 

The Foreign Exchange Institute of Indonesia, the first plaintiff 
mentioned above, and the Republic of Indonesia, then brought this 
proceeding in the District Court of Amsterdam, Second Chamber, 
against all of the parties to the original suit in order to set aside the 
judgment of December 1952. The plaintiffs’ proceeding was a third 
party opposition action under Article 376 of the Code of Civil Procedure 
of the Netherlands, which provides that 


1 See footnote 18. 
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Third parties are entitled to oppose a decision which injures their rights if 
they were not represented in person or by counsel, or if the persons whom 
they represent were not summoned or had not been parties to the proceeding 
by intervention or joinder of actions. 


The petition goes before the Court which gave the decision that is 
opposed, and all of the parties to the original action are joined. If the 
petition succeeds, the decision is amended or nullified to the extent that 
it is adjudged to impair the opposer’s rights (Articles 377-381). 

The plaintiffs in the opposition action argued that Winkelman and 
the Java Bank, as residents of Indonesia, were governed in their legal 
relations inter se by Indonesian law. In addition, Brummer and Bekker 
were residents of the Netherlands. Therefore, a license of the Indonesian 
Exchange Institute was necessary before the Java Bank could surrender 
Winkelman’s assets to Brummer and Bekker. The plaintiffs also argued 
that the assignment by Tengbergen and other agreements involving 
Tengbergen, Winkelman, Brummer, and Bekker were a fraudulent 
evasion of Indonesian law in that they were designed to enable Brummer 
and Bekker to sue in the Dutch courts and reach assets in the Nether- 
lands. Finally, the plaintiffs argued that 


Both the Netherlands and the second plaintiff have signed the Bretton 
Woods Agreement. The provisions of this Agreement constitute a part of the 
law of the Netherlands and of the second plaintiff. The arrangement between 
Tengbergen, Winkelman and Brummer and Bekker was made in violation of 
the provisions of the Bretton Woods Agreement, and the Dutch forum, which 
is obliged to apply the provisions of the Bretton Woods Agreement, should 
pee not have adjudged the claim as was done by the decision now 
opposed. 


The defendants replied, first, that third party opposition can be 
resorted to only by a third party which demonstrates that a right which 
belongs to him has been impaired by the decision he opposes. In this 
case, the plaintiffs had no right to Winkelman’s assets deposited with 
the Java Bank. The plaintiffs could allege, at most, an economic harm. 
Secondly, the legal relations between Winkelman and the Java Bank 
involved a deposit in the Netherlands, and hence were governed by that 
law. Thirdly, the Indonesian exchange regulations violated Dutch 
public policy, and this objection was all the stronger because the regula- 
tions were enacted after the deposit in the Netherlands was first made. 
Fourthly, the agreements among Tengbergen, Winkelman, Brummer, 
and Bekker were ordinary arrangements which a creditor may make to 
reach his debtor’s assets and were not in fraudem legis. Finally 


The defendants do not consider the Bretton Woods Agreement to be appli- 
cable because the provisions of this Agreement do not constitute a part of 
Netherlands or Indonesian law. The Agreement is not directed at the citizens 
but at the contracting states. Even if this were not the case, the arrangements 
in question do not violate the provisions of the Bretton Woods Agreement, 
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because the Indonesian exchange position was not affected thereby. Neither 
was the Indonesian exchange position involved. Consequently, the provisions 
of the Bretton Woods Agreement cannot apply. The defendants point out that 
the decision opposed was rendered before Indonesia had adhered to the 
Bretton Woods Agreement. 


The District Court held that Winkelman’s obligation to Tengbergen 
was governed by Indonesian law. They had been residents of indonesia 
and had contracted in Indonesia for services to be performed there. 
Tengbergen’s claim could not be withdrawn from Indonesian law by his 
assignment to nonresidents. The question of the law governing the 
relations between Winkelman and the Java Bank was irrelevant to the 
present proceeding. The real issue in this case was whether the Indo- 
nesian foreign exchange law conferred on the plaintiffs a right which 
was impaired by the decision of December 1952. For the purposes of 
an opposition, the right to be protected could derive from public law 
as well as from private law. However, there was no right of either kind 
in this case. The plaintiffs’ power to restrict Tengbergen’s right to dispose 
of his salary claim did not invest the plaintiffs with a right to the salary 
itself. At most, the plaintiffs could impose penalties if the Indonesian 
exchange control regulations were ignored. 

It follows from the above considerations that the plaintiffs’ claim cannot be 
admitted. Consequently, the question whether the agreement between Teng- 
bergen/Brummer and Bekker/Winkelman must be considered as in fraudem 
legis and the question whether the Bretton Woods Agreement applies need 
not be considered, because in the absence of a subjective right, the plaintiffs 
cannot be injured in such a right by an eventual fraudulent action by the 
parties. The applicability of the Bretton Woods Agreement could have been 


considered only if an independent right of the plaintiffs to the contested 
salary claim had been admitted. 


The plaintiffs appealed to the Court of Appeals, Amsterdam, First 
Chamber, which delivered its judgment on April 9, 1959.* The Court 
of Appeals confirmed the judgment of the Court below, but for somewhat 
different reasons. Basically, its view was that any right which the 
Indonesian authorities might have to Tengbergen’s claim or to the assets 
deposited with the Java Bank could be exercised only in Indonesian 
territory. 


The appellants can exercise these rights, which are of purely pubiic law 
nature, exclusively by virtue of their public law authority as government 
[appellant No. 2] and governmental organ [appellant No. 1]; in the exercise of 
these rights they are in principle restricted to the limits of their own, Indo- 
nesian, territory. 

To the extent that these rights and this authority pertain to assets located 
in the Netherlands, the plaintiffs cannot exercise them in the Netherlands 
or maintain them any more than would be possible with respect to rights and 
authority of a foreign government or foreign governmental organ in the field 





® Nederlandse Jurisprudentie 1960, No. 149. 
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of military service, taxation, requisition of dwellings or expropriation, which 
appellants’ counsel called more or less similar. 

The Court of Appeals wishes to remark that plaintiffs’ claim attempts to 
block in their behalf assets situated in the Netherlands, although in fact they 
have no rights to these assets and could not obtain any rights to these assets 
without the cooperation of the owners and the Netherlands Bank. 

The above considerations do not detract from the fact that a Dutch court 
must take account of the exchange provisions of Indonesia which are invoked 
before it to the extent that they apply to the legal relationships of the parties 
and do not violate Dutch public policy. This attitude in no way implies that a 
foreign government would be entitled to invoke the authority of Dutch courts 
to protect its foreign exchange rights and interests. 

It follows that plaintiffs’ arguments cannot justify the reversal of the decision 
they oppose. With respect to plaintiffs’ third argument, the Court of Appeals 
states that plaintiffs cannot base an independent right pursuant to Article 376 
of the Code of Civil Procedure on the Fund Agreement. 


In effect, therefore, what the Court of Appeals held was that, although, 
in appropriate circumstances, it would recognize Indonesian exchange 
control law where it governed the relationship between parties, it would 
not give extraterritorial effect to any Indonesian law which blocked 
assets situated in the Netherlands for the benefit of Indonesian public 
authorities. Thus, Indonesian law might have been relevant in connec- 
tion with the claim of Brummer and Bekker which was the subject of 
the decision of December 1952, but once that decision went in favor of 
Brummer and Bekker, the Indonesian authorities could not intervene 
to block the assets in the Netherlands which were the subject of the 
decision. The Fund Agreement did not alter this proposition.* 


Inheritance and Exchange Control 


In Estate of Stoich, State of Oregon v. Kolovrat et al., and Estate of 
Zekich, State of Oregon v. Zekic et al., decided by the Supreme Court of 
Oregon,* the effect of the Fund Agreement on a question of inheritance 
was discussed. The following is a purely descriptive account of the 
proceedings so far. Both cases involved the estates of persons who died 
intestate in Oregon and whose only heirs were various relatives residing 
in Yugoslavia. The issue was whether these heirs were entitled to take 
their shares in the two estates or whether those estates were to escheat 


33 Cf. Solicitor for the Affairs of His Majesty’s Treasury v. Bankers Trust Co.,304 N.Y. 
282, 107 N.E.2d 448 (1952). This was an action by the Treasury Solicitor of the United 
Kingdom to recover funds deposited with the defendant by a British resident. The 
defendant had failed to comply with an order under British exchange control legislation 
to surrender the funds in return for their sterling equivalent. The funds were then 
vested in the U.K. Treasury, which assigned them to the Solicitor, who demanded 
them from the defendant. The decision in this case was based on purely procedural 
considerations. 

4349 P.(2d) 255 (1960). 
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to the State of Oregon on the ground that the decedents died without 
heirs who were entitled to take any part of the estates. 

The right of an alien not residing within the United States or its 
territories to inherit real or personal property in Oregon upon the same 
terms as inhabitants and citizens of the United States is governed by 
an Oregon statute®* which provides that the following conditions must 
be met: 


(a) . . . the existence of a reciprocal right upon the part of citizens of the 
United States to take real and personal property and the proceeds thereof 
upon the same terms and conditions as inhabitants and citizens of the country 
of which such alien is an inhabitant or citizen; 
(b) .. . the rights of citizens of the United States to receive by payment to 
them within the United States or its territories money originating from the 
estates of persons dying within such foreign country; and 
(c) ... proof that such foreign heirs, distributees, devisees or legatees may 
receive the benefit, use or control of money or property from estates of persons 
dying in this state without confiscation, in whole or in part, by the govern- 
ments of such foreign countries. 
If the nonresident alien cannot prove that these three conditions were 
met as of the date of decedent’s death, and there are no other eligible 
heirs, the property escheats to the State. 

The Oregon Court held it to be established by earlier cases that the 
rights referred to in the conditions set out above must be unqualified 
rights, enforceable at law. This meant that the rights must not in any 
sense be limited or dependent upon an act of discretion or grace upon 
the part of any governmental authority or agency. It had also been 
established that the second right, i.e., the right to receive, meant delivery 
of the proceeds of an inheritance from a foreign estate, not in the country 
where the foreign decedent left property, but delivery to the Oregon 
heir in the United States or its territories. In order to dispose of the 
case, the Court found it necessary to address itself only to the question 
whether there was, under Yugoslav law at the date of the decedents’ 
deaths, an unqualified and enforceable right vested in U.S. citizens to 
receive in the United States or its territories a Yugoslav inheritance. 

The Court then considered the exchange control laws of Yugoslavia. 
It came to the conclusion that under these laws U.S. citizens did not 
have an unqualified and enforceable right to receive. Their receipt of 
property in each case would depend upon the exercise by the Yugoslav 
Minister of Finance of his uncontrolled discretion to permit or prevent 
transfers from Yugoslavia to a foreign country. The Court refused to 
come to a different conclusion because of evidence that U.S. heirs had 
been receiving a flow of Yugoslav inheritances. This merely indicated 
the indulgence of the Yugoslav authorities and did not establish the 
existence of unqualified and enforceable rights of receipt. 


% ORS 111.070. 
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The Oregon Supreme Court observed that rights of succession under 
local State law might be affected by treaty arrangements entered into 
between the United States and Yugoslavia. If such arrangements 
conflicted with State law, the latter must give way. The Court then 
undertook a detailed examination of a treaty of 1881 between the United 
States and Serbia, to which the present Yugoslav Government was the 
successor, but found that it did not conflict with Oregon law because 
the rights granted by the treaty were to the citizens of one country 
physically present in the territory of the other. What was required by 
the Oregon statute was receipt of a Yugoslav inheritance by a US. heir 
in the United States and not by a U.S. heir present in Yugoslavia. 

Next, the Court examined the question whether the Oregon statute 
was in conflict with the Fund Agreement: 


In arriving at our conclusions, we have given attention to the terms of 
what is commonly known as the Bretton Woods Agreement of 1944, cited by 
the defendants. Yugoslavia was one of the 44 participating governments at 
the United Nations Monetary and Financial Conference of that year. Later, 
it became one of the signatories to the Articles of Agreement formulated as 
the final act of the conference. The major features of the final document 
provided for the establishment of the International Monetary Fund and of 
the International Bank for Reconstruction and Development. It is common 
knowledge that the conference was motivated by the then prevailing inter- 
national apprehension [sic] world economy would suffer seriously as an 
aftermath of World War II unless some devices to stabilize it were quickly 
undertaken by the world powers. This thought is clearly affirmed hy Article I 
of that agreement, wherein its controlling purposes and objectives are stated. 

The defendants, however, point to its Art. XIV, §4 and Art. XI, §2, which 
provide sanctions against any member nation which imposes foreign exchange 
restrictions contrary to the provisions of the agreement. Although not fully 
developed by defendants’ argument, the inference is that a foreign exchange 
system of controls and regulations was established thereby which would 
nullify the restrictive character of the Yugoslav Foreign Exchange Law and 
implementing Regulations. The contrary is clearly evident from a reading of 
the entire agreement. It is replete with expressions recognizing the want of 
economic age between the signing nations and the relative difficulties of 
some of the lesser nations in maintaining a sound monetary system, and 
definitely places them in an exceptional class. We turn for the moment to one 
of the very articles to which they point. It is significantly captioned ‘““Transi- 
tional Period.”’ Section 2 of that article is subcaptioned “Exchange Restric- 
tions.” Its provisions are spread in marginal note.*6 

Article VII, §3(b) of the agreement is also to the same tenor in recognizing 
that some nations will find the need to “‘impose limitations on the freedom of 
exchange operations.” 

The Bretton Woods Agreement gives no support to the thesis of defendants 
and, to the contrary, is in a large sense an international recognition that some 
countries, rightly or wrongly, would impose strictures such as are exemplified 
by the foreign exchange laws of Yugoslavia and Bulgaria .. . .3” 


The Oregon Supreme Court held that the Yugoslav heirs were not 
entitled to inherit under the Oregon statute. The heirs, invoking the 


36The marginal note sets out the text of Article XIV, Section 2, with emphasis 
supplied to the phrase “‘as soon as conditions permit.” 
37 349 P.(2d), pp. 267-68. 
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jurisdiction of the Supreme Court under Title 28 U.S.C. Section 1257 (3),® 
have successfully petitioned for a writ of certiorari. The federal questions 
presented were (a) whether the 1881 treaty had been properly inter- 
preted by the Supreme Court of Oregon, and (b) “whether notwith- 
standing the adherence of both the United States and Yugoslavia to the 
Articles of Agreement of the International Fund, . . . a State of the 
United States may deprive citizens and residents of Yugoslavia of the 
capacity to inherit property in such State solely by reason of the existence 
in Yugoslavia of foreign exchange controls, imposed or maintained 
consistently with such Agreement, pursuant to a State law making the 
right of an alien residing in a foreign country to take by will or by intes- 
tacy dependent upon ‘the rights of citizens of the United States to 
receive by payment to them within the United States*** money origi- 
nating from estates of persons dying within such foreign country***’.” 

On the second question the heirs argued that the United States, by 
becoming a party to the Fund Agreement, necessarily gave its recogni- 
tion and acceptance to foreign exchange controls maintained or imposed 
by other parties to it consistently with the Agreement. They cited 
Article VIII, Section 2(b), as an example of a provision in the Agreement 
supporting this proposition.*® This recognition and acceptance would be ~ 
impaired if each of the states of the United States could put sanctions 
on the nations maintaining such controls by making the citizens and 
residents of these nations incapable of inheriting. Similarly, the exclusive 
authority of the federal government in matters of foreign policy and 
foreign affairs would be impaired if the individual states could follow 
their own domestic policies in this field. In this connection, the brief 
refers to Perutz v. Bohemian Discount Bank, in which the New York 
Court of Appeals held that, in view of the membership in the Fund of 
the United States and Czechoslovakia, the foreign exchange control 
laws of Czechoslovakia could not be deemed offensive to the public 
policy of the United States. 

In its brief in opposition to the petition for a writ of certiorari, the 
respondent has argued that the United States, by becoming a member 
of the Fund, has not given acceptance to the Yugoslav foreign excuange 
control law, and that a state law requiring reciprocal rights of inheritance 
is not a forbidden entry in matters of foreign affairs. The respondent has 

% See p. 290, supra. 

3 A footnote elsewhere in the brief discusses Article VI, Section 3, and makes the 
point that under it members are permitted to exercise such controls as are necessary 
to regulate international capital movements; and under Section 1 members may be 
subject to sanctions in certain circumstances if they do not impose such controls. 
Capital transfers are basically those where no quid pro quo is involved, as in the case 


of payments of the shares of decedent estates. The footnote concludes that even if 


these are considered “current” payments, their control is permitted under Article XIV. 
4° See footnote 17. 





310 INTERNATIONAL MONETARY FUND STAFF PAPERS 


supported this argument by referring to the passages in the judgment 
of the Oregon Supreme Court which have been quoted above. 

The United States has submitted a brief as amicus curiae supporting 
the petition for a writ of certiorari. It has argued that the Oregon 
Supreme Court has misinterpreted the 1881 treaty and the Fund 
Agreement. 

The alternative holding of the court below that existing Yugoslav monetary 
controls would prevent an American citizen from obtaining the benefit of 
inherited property in Yugoslavia is also erroneous. ... Yugoslavia is a signa- 
tory to the Bretton Woods Agreement . . . in which reciprocal rights for the in- 
terchange of funds is recognized. The Agreement clearly obligates the countries 
participating to maintain only such controls as are permitted by its terms 
and within such limitations as are provided therein. There is nothing in the 
Agreement which would allow Yugoslavia to preclude the inheritance by an 
American citizen and resident of the estate of a Yugoslav. 

The appendix to the brief cites the following as relevant provisions of 
the Fund Agreement: Article IV, Sections 3 and 4; Article VI, Sections 1 
and 3; Article VIII, Sections 1 and 2. 

In the petitioner’s reply brief, the argument has been repeated that 
the membership of the United States in the Fund has established a 
federal public policy within the competence of the federal government 
which the states cannot ignore. Thus, Oregon cannot deny a Yugoslav 
resident and citizen rights of inheritance that he would otherwise have 
under its laws solely because Yugoslavia has exchange controls, if those 
controls are consistent with the Fund Agreement. 

The emptiness of the respondent’s position on this score is evidenced by the 
fact that the complaint is merely that Yugoslavia has foreign exchange 
controls, and not that the American distributees of Yugoslav estates are not 
receiving their distributive shares in dollars in the United States. See, Pet. 
pp. 9, 10. In this connection, it should be noted that in the International 


a Fund’s Eleventh Annual Report on Exchange Restrictions (1960) 
e 


p. 352, the following is said concerning transfers of capital from Yugoslavia: 


“All transfers of a capital nature by residents or nonresidents are subject to 
individual license.*** A Decision of the Yugoslav Federal Executive Council 
of October 14, 1955 requires the Yugoslav authorities to continue to permit 
the remittance of inheritances to citizens of the United States, provided that 
the remittance is requested within three years from the date of distribution 
of the estate.”’ [Italics supplied.] 

When read together, therefore, there seem to be three arguments in the 
briefs of the petitioner and the United States based on the Fund Agree- 
ment, as follows: First, the Fund Agreement does not permit any limita- 
tion by Yugoslavia on the right of a U:S. citizen and resident to inherit 
the estate of a Yugoslav. Secondly, any such limitation by Yugoslavia 
would be consistent with the Fund Agreement. Thirdly, Yugoslavia 
does not in fact interfere with capital transfers to U.S. transferees. As 
already noted, the Supreme Court has granted review of the Oregon 
decision.*! 


“1 U.S. Law Week, October 11, 1960 (29 LW 3094-95). 
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Currency of Compensation 


Lauritzen et al.v. Government of Chile, decided by the Supreme Court 
of Chile on December 19, 1955,” arose out of the requisition by the 
Chilean Government of five vessels owned by Danish firms in February 
and May of 1941 when the vessels were immobilized in Chilean waters. 
The Chilean Government recognized its obligation to pay compensation 
in the decrees ordering the requisitions, but many issues as to the 
appropriate compensation had to be settled in this litigation. Only one 
of these issues is referred to here, and that is the currency in which the 
plaintiff shipowners were entitled to receive compensation. 

The plaintiffs argued that the amount of damages should be assessed 
in U.S. dollars and that a fixed sum in this currency should be awarded 
to them in settlement of their claims. The defendant alleged that 
payment in dollars was illegal under Chilean law and that only Chilean 
pesos could be paid. The defendant relied upon the Monetary Law 
of 1925 (Decree-Law No. 606), Article 1 of which established the peso 
as the monetary unit of Chile with a defined gold content. The defendant 
also relied upon Law No. 5107 of April 19, 1932, which established a 
regime of foreign exchange control, including the necessity for official 
approval of payments in foreign currency. 

The Supreme Court held 


... Neither the said Article I of Decree-Law No. 606 which simply provides 
that “the monetary unit in Chile is the peso,” nor the provisions of Law 
No. 5107, which governs, in general, international exchange operations and, 
in particular, payment of contractual charges [precios], constitutes a barrier 
to recovery in dollars in this case. On the contrary, there are definite reasons 
for recovery in North American currency. 

Actually, the defendant in the brief replying to the complaint, recognized 
the fact that part of the indemnity has already been paid in dollars, thereby 
admitting its willingness to accept this form of payment. This is evidenced by 
Decree No. 745 of April 22, 1946 (p. 139), by which the Chilean Government 
ordered a certain amount in dollars to be delivered to the Lauritzen Company 
as partial payment of the indemnity. Besides this, the Government ordered 
the amount of 214,463 pesos, which had been received by it from use of the 
ships, to be converted into dollars (at the rate of 31 Chilean pesos to the 
dollar) for the purpose of paying in dollars the sum which it owed. 

During the proceedings both parties have discussed prices in terms of 
dollars in order to estimate the different kinds of damage which are the subject 
of the present litigation. For example, the dollar has been used in assessing the 
cost of construction of the ships, of their use, of the rates [of affreightment] 
per D.W.T., of the profits of the ships before and after requisition. The Govern- 
ment itself made the contract for the lease of the ships to the Compania 
Sud-Americana de Vapores in terms of dollars (pp. 174 ff., 204, 221). Further- 
more, it has been international practice since the last war to pay compensation 





“ International Law Reports (ed. Lauterpacht), Year 1956, pp. 752-54, from which 
the quotation infra is taken. The case is reported in Revista de Derecho, Jurispruden.cia 
y Ciencias Sociales y Gaceta de los Tribunales, Vol. 52, Nos. 9 and 10 (November— 
December 1955), p. 444 et seq. 
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due by reason of requisition in dollars. The numerous cases cited in Whiteman’s 
treatise corroborate this assertion. Moreover, it must be observed that the 
said currency is used as an international medium of exchange, which is evident 
in Article IV (I) (a) of the International Monetary Fund,“ which Chile 
ratified by Law No. 8403 of December 29, 1945. This Article provides that the 
par value of the currency of each member shall be expressed in terms of gold 
as a common denominator or in terms of the United States dollar. 

The lack of merit of the exceptions under consideration is more evident if 
one bears in mind the fact that it would be neither just nor equitable to 
dismiss a lawsuit in which all court proceedings have been complied with and 
the parties have incurred heavy expenditures, for the sole reason that one 
party preferred payment in a specific currency which has universal exchange 
value rather than in a depreciated currency which is not a circulating medium 
beyond the national frontiers. 

It should be noted also that, even if it were possible to order payment in 
national currency, the realization of the amount claimed would be rendered 
difficult. In the event that plaintiffs wished to reconstruct their vessels (pay- 
ment of compensation must comprehend this possibility), they could not do so 
with Chilean currency because, unlike the dollar, it is not accepted by foreign 
shipyards as a circulating medium. This would raise the problem of the con- 
vertibility of the national currency into foreign currency. The plaintiffs would 
then be subject to the possibility of receiving an uncertain amount which 
would mean that they would not realize full compensation from their claim. 





4 Article IV, Section 1. “Expression of par values.—(a) The par value of the currency 
of each member shall be expressed in terms of gold as a common denominator or in 
terms of the United States dollar of the weight and fineness in effect on July 1, 1944.” 
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Norte: Shortly before publication of this article, the Supreme Court unani- 


mously reversed the Supreme Court of Oregon in the Stoich case. Fund aspects 
of the Supreme Court decision will be discussed in a later article. 
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Balance of Payments Yearbooks 


The Balance of Payments ‘Yearbook, Volume 12, is being published as a series of 
loose-leaf sections; ra Seer were issued in June 1960, and the last are being: 
issued in May 1961. The will contain basic statistics, with explanatory n ot 8, 
for the years 1955-59. These.data will bring to date the basic statements given ia 
Volumes 5 and 8 (the two base. volumes previously issued in the. ¥ earbook series), an 
the three volumes, when used together, will provide a comprehensive record of th 
international transactions of some 75 countries covering the period 1947-59. 

For the majority of countries, regional ‘details of the basic data for 1959 will he: 
shown in Volume 12, and figures for the first halves of 1959 and 1960 will be given'for 
the countries that report suth data. In addition, summary statements expressed ig, 
US. dollars and covering’several years will be given for all the countries. The anal} 
material presented in earlier volumes will be brought to date, and similar data 


* other countries will be added. 


Volume 5 is out of print. Volume 8 may be purchased for US$5.00 or the appeaie 


‘imate equivalent i in the éurrencies of most countries. For Volume 12, the subscription 


tate is US$7.50 or its equivalent; a binder for mas ee loose-leaf sections may be 
purchased for US$3.50. t 


International Financial Statistics, 


JPhis mon bulletin is & standard source of statjatics on domestic and interna- 
tional finange.It assembles for most countries annual, quarterly, and monthly data 


significant for the study of inflation and deflation, and balance of payments surpluses 
‘and deficits.It’ ‘outlines the transactions of the principal sectors of the economy: the 


banking sevtor, the insurance and other financial institutions sector, the governnient 
sector, and the foreign sector. It provides data on exchange rates, international § fe- 
serves, interest rates, prices, ‘and international trade. 


A series of notes indicates the economic significance of the material; jicseaheah | in the 1 


F tables and explains the methods used in their compilation. The comparative study of 


2 


the material is facilitated by the adoption of a uniform method of charting the major 


series, and amey data are also: seectabled. on a comparable basis‘in’ Ivecgans: 
tables.. 


The annual jubecription rate for 12 ii issues jletpeid is US$10.00 or c¥ sopcoxial 
equivalent in. the currencies of most countries. Single copies, US$1.50. Airmail sub- 
oa, rates Me a wn on ae 


Address orders to 


Tar SECRETARY 
INTERNATIONAL MoNeETARY Funp 
‘197A AND H STREETS, NW., Wasuinecton 25, D. C: 





